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Foresight . . . 


In the minds of most people is the hope that at some 
time they will attain a measure of financial independence. 
Too often this attainment is left to accident or luck. 
Neither is satisfactory . .. neither is sound. 


Experience shows that the only sure way of reaching 
this position is by a sound plan of investment . . . a plan 
designed for the investor’s own requirements, plus the 
courage and foresight to carry it out. 


Those who have shared in Canada’s almost spectacular 
growth in recent years have been well rewarded. There is 
ample evidence that this growth will continue as Canada 
maintains its place as an important supplier of many of 
the world’s needs. Foresight today, through carefully 
planned investment, can help you share in this growth 
and help you reach the measure of financial independence 
you want. 


There is no universal investment programme. Whether 
for a large amount or for a moderate amount, an invest- 
ment programme should be carefully planned to meet 
your personal requirements. This is where we can 
assist you. 


We shall be happy to help you plan a programme... 
without obligation to you of course. Just come in to any 
of our offices ... or drop us a line. 


A. E. Ames & Co. 


Limited 
Business Established 1889 
TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 


VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC BOSTON, MASS. 





—a modern way to accumulate money 


Investors Syndicate announces 


a balanced financial program 


It is impossible to foretell the eco- 
nomic future with any degree of 
accuracy. Historically, over the 
long term, there have been periods 
of inflation, periods of deflation 
and periods of relative stability. 


It is obvious that no single secu- 
rity provides the perfect answer. 
The most prudent program com- 
bines fixed-interest ( guaranteed ) 
investments and equity ( partici- 
pating, or ownership) investments. 


Investors’ COMBINED PAYMENT 
PLANS provide a “balanced’’ fi- 
nancial program in ONE INVEST. 
MENT at no extra cost! 


Investors can offer you a balanced 
plan which is complete in itself. . . 
or you can select a combination of 
plans to balance with your present 
financial circumstances. 


For complete information see your 
Investors representative — “your 
best friend financially.” 


Investors 
syndicate 


oF CANADA, LEMITEDO 
Head Office: Winnipeg Offices in Principal Cities 


113 





CHARTERED ACCOUNTANT 


TEAMWORK LIFE UNDERWRITER 
LEGAL COUNSEL 


CORPORATE EXECUTOR 


IN Sooner or later all members of this 
team will be called on for advice 


and counsel. 

EST Particular skill is required where a 
family business or a private company 
is concerned. 

National Trust Co. is always ready 


to co-operate by drawing on a vast 
PLANNING | scecuzsercicuas 
tration. 
Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 


National 20 KING STREET EAST, TORONTO, ONTARIO 
Tr u S | Toronto Montreal Hamilten ao 


Edmonton Calgary Vancouver 


ESTABLISHED 1898 


rene, Hog 


il 
nl 


2 
- 


il 
iH} 


QUICK PICTURE: 


You will find, in our Com- on trade, industry and finance, 
mercial Letter, a quick but ac- authoritative articles on special 
curate survey of current com- aspects of Canada’s economy. 
mercial activities in Canada, a Your local manager will gladly 
concise review of foreign trade place your name on our mail- 
developments, the latest statistics ing list, or just write to: 


THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO 8-757 
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J. R. E. PARKER, C.A. (page 136) 

The spectacular growth of the ac- 
counting profession in Canada in the 
last 20 years has resulted in a multi- 
plicity of accounting bodies. While 
the majority of public accountants 
are members of recognized associa- 
tions, there are still many who belong 
to no body at all. To help clarify 
the position in regard to the legal 
recognition of accountants, John R. E. 
Parker recently undertook a study of 
the subject and in “Public Account- 
ancy Legislation in Canada” he con- 
cerns himself with the different ways 
in which public accounting is regu- 
lated throughout the country. 

An assistant professor of account- 
ing at the University of Saskatch- 
ewan, Mr. Parker has been a frequent 
contributor to the magazine (CCA, 
May 1959). He is a member of the 
Institute of Chartered Accountants of 
Nova Scotia and the American Ac- 
counting Association. 


R. deWOLFE MacKAY, Q.C. (page 143) 


At an income tax seminar held at 
Queen’s University, Kingston, last 
June, Robert deWolfe MacKay pre- 
sented a paper on “Tax Avoidance 
versus Evasion”, the substance of 
which appears in this issue by kind 
permission of the author and Queen’s 
University. The subject is an import- 
ant one, and to help to untangle its 
intricacies the author deals with vari- 
ous sections of the Income Tax Act 
which may lead to misunderstanding 
or misinterpretation in the concept of 
income. He shows the necessity of 


studying the Act carefully to make 
sure that transactions are not entered 
into without due consideration of the 
effect the Act will have on them. 
‘The unemployment roll may be very 
high in this day and age”, says Mr. 
MacKay, “but tax experts are not 
among those on it.” 

The author who practises law with 
Duquet, MacKay, Weldon & Tetrault, 
Montreal, specializes in taxation and 
corporation law and is well known as 
a speaker on tax matters. He was 
called to the Bar of Quebec in 1932 
and is a former chairman of the Can- 
adian Tax Foundation. He is also a 
director of several Canadian corpora- 
tions. 


PETER JAFFRAY (page 150) 

In “Fuller Disclosure in Financial 
Statements” Peter Jaffray intimates 
that the investor often feels frustrated 
when he looks at the accounts pub- 
lished by corporations. It would be 
doing the investor a service, he says, 
if management gave a simple explana- 
tion of items contained in the balance 
sheet and included a commentary on 
them. He lists a number of examples 
where this might be done in order to 
make financial information as easily 
understandable as possible. 

Mr. Jaffray is a director of Do- 
minion Securities Corporation Ltd. 
with whom he has been associated 
since 1937 and is in charge of the 
underwriting and statistical depart- 
ments of the company. He is a mem- 
ber of the Ontario Executive of the 
Investment Dealers’ Association of 
Canada and a member of the Nation- 
al Federation of Financial Analysts 
Societies. 

(Continued on page 118) 
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‘“ Are you overlooking 
i important Tax Savings? 





m. 
IV 
{r. isi ° 
ot The Royal Trust Guaranteed Individual Retirement 
Savings Plan offers you many benefits: 
th 
It, e You build future financial independence—and enjoy 
J greater peace of mind during your earning years. 
ws e You save for retirement the systematic way—through Your own 
regular contributions. Retirement 
as e Your retirement savings deposited in 1960 earn 6% fi 
32 interest, guaranteed for a period of five years. Savings Plan... 
n- e Your contributions are deductible for income tax éntelieeaenianiie 
a purposes. , tax savings* . . . 
- e The Royal Trust guarantees that the amount avail- <ebeteerteeion 
able to you to purchase a life annuity at retirement oui. « 
will equal your savings under the plan, plus accumu- ; 
lated interest. “= a. ory 
° mind, 
e For your convenience, contributions to the plan may 
be made through any branch of the Bank of Montreal. 
] *Example of Income Tax 
S . 
i Savings and Benefits 
ie (Actual amounts depend on material status, tax bracket, other deductions, etc.) 
> If your annual Your maximum Your immediate tax <aeneneaenan 


i is: tribution is: benefit will be about: 
earned income is contribu’ will be abou’ So einitk sheet: 


) $4,165. 
} $10,413. 
| $41,646. 


*To qualify for 1959 tax savings, you must register on or before February 29, 1960. 





nr creer ees ? 


by filling in the coupon and forwarding it to the nearest branch 
of The Roya! Trust Company or to our Head Office, 105 St. James 
Street West, Montreal, Quebec. 


THE 


ROYAL TRUST | 
COM PANY ! NAME, .....0ccccreceessovescocseccescoesocs ecccccccccccs 


1 am interested in joining The Roval Trust Company Guaran- 
teed Retirement Savings plan. Please send an application form 
and descriptive pamphict, 

' 


$t. John’s Holifox Charlottetown Saint John Quebec 
Sherbrooke Montreal Ottawa Toronto Kingston Hamilton 
london Port Arthur Winnipeg Edmonton Calgary 
Lethbridge Kelowna Vancouver Victoria London, Eng, 
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WORKING 
CAPITAL 


By factoring their 
Tea te e411 ee 
Save collection 
and bookkeeping costs and avoid credit 
TST es 
The low cost 
way to convert their tied-up capital into 
working cash. 
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LOWEST RATES — FOR FULL DETAILS, 


PHONE OR WRITE 
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(Centinued from page 116) 
A. G. NEGUS (page 157) 

Catastrophe usually comes without 
warning, and while most business 
executives do reccgnize the need of 
a program to protect vital records, too 
often nothing is done until after it is 
too late. It has been said that the in- 
vestment for records protection is 
much like an insurance policy on 
which one never hopes to collect, and 
in “How to Protect Vital Records” 
Alan G. Negus describes how valu- 
able records should be safeguarded to 
ensure the reconstruction and continu- 
ance of the business should disaster 
strike. 

Mr. Negus is vice-president of 
Naremco Services Inc., New York 
City, a management consulting organ- 
ization which specializes in paper- 
work management and the reduction 
of waste in office systems. He has 
lectured at New York University, the 
University of California, the Amer- 
ican Management Association and 
before numerous professional and 
civic organizations. He attended the 
United States Naval Academy at 
Annapolis and New York University. 


EDITORIAL (page 133) 

It seems likely that eventually an 
accountant in Canada having an in- 
terest in a business will not be per- 
mitted to act as auditor without dis- 
closing his interest in his report. Thus 
writes Thomas A. M. Hutchison, 
F.C.A., the author of this month’s 
guest editorial “The Independence of 
the Auditor”. To substantiate his 
opinion, Mr. Hutchison cites a recent 
regulation of the Ontario Securities 
Commission which states that the 
auditor, to be accepted by the Com- 
mission, must be in a position to 
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express a completely independent 
opinion. He further reveals that one 
of the Provincial Institutes of Char- 
tered Accountants has already adopt- 
ed a rule similar to one introduced by 
the American Institute of Certified 
Public Accountants which deals with 
the accountant’s financial interest in 


a company. 

Mr. Hutchison is senior partner of 
Peat, Marwick Mitchell & Company, 
Toronto and a former chairman 
the Board of Governors, Canadian 
Tax Foundation, He has been in- 
terested in Canadian Institute affairs 
for many years, particularly in the 
field of research, and is past chairman 
of the Accounting and Auditing Re- 
search Committee on which he has 
served for the past five years. 
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Investment brokerage service 
means more than buying and 
selling shares. When you en- 
trust your account to an invest- 









ment firm, you have a right to 
expect professional, competent 





assistance. 












We believe you will receive 
such service from Bache & Co., 
for we welcome responsibili- 
ties to safeguard our clients’ 






interests. 














We have been serving investors 
for over 80 years . . . offering 







a complete service. including 






One-Motion Selection! 


SELECT - A- FACT 
VERTICAL VISIBLE 


For Hand or Machine Posted 
© SALES - CREDIT - PERSON- 
NEL - PRODUCTION - 
STOCK CONTROL - PAYA- 
BLES - RECEIVABLES - or 
any Active Record. Fastest 
Handling yet Devised. 

Phone or Write 
BUSINESS SYSTEMS DEPT. 


HI. 4-6671 


83 Green Belt Drive 
Don Mills, Toronte 


GRAND & JOY 
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portfolio management. com- 






prehensive research. new issue 












underwriting. institutional sales 






and many other phases of the 
financial field. Your inquiries 
will receive prompt attention. 
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Asian & Pacific Accounting 
Convention 

Eight Asian countries in addition to 
Canada, the United States and New 
Zealand have so far appointed dele- 
gates to the Asian and Pacific Ac- 
counting Convention which is to be 
held in Australia early in April. A 
further five countries have signified 
their intention to be represented. The 
convention is being sponsored by the 
Institute of Chartered Accountants of 
Australia and the Australian Society 
of Accountants. The Canadian dele- 
gates are J. A. Wilson, F.C.A., first 
vice-president of the Canadian Insti- 
tute of Chartered Accountants, and 
Professor D. R. Patton, C.A. R.LA., 
associate professor of Accountancy at 
McGill University. Mr. Patton will 
be representing the Society of Indus- 
trial and Cost Accountants. The con- 
vention is divided into two sections; 
the first will be held in Canberra 
from March 31 to April 2. The dele- 
gates then travel to Melbourne where 
the second section will be held from 
April 4 to 7. The Canberra sec- 
tion will be devoted to discussions on 
matters affecting the profession — 
functions, activities and organization 
of accountancy associations, educa- 
tion and training of accountants and 
independence in accounting practice. 
The Melbourne sessions will deal 
with technical matters such as ac- 
counting methods, financial planning 
and control, the accountant and pric- 
ing policy, and accounting and audit- 
ing standards. Mr. J. A. Wilson is 
presenting two papers — one in Can- 
berra on “Independence in Public 
Practice” and the other in Melbourne 
where his subject will be “Punched 


Card and Electronic Data Process- 
ing”. Professor Patton will speak in 
Melbourne on “The Accountant's 
Contribution to Pricing Policy”. 

The Canadian Institute’s first vice- 
president also plans to visit New Zea- 
land where he will attend the Jubilee 
Convention of the New Zealand So- 
ciety of Accountants which is being 
held in Wellington during the last 
week in March. 


C.I.C.A. 1960 Conference 


The 1960 annual conference of the 
Canadian Institute of Chartered Ac- 
countants will take place at Banff, Al- 
berta from September 11 to 14. The 
annual general meeting of members 
will be held at that time. 


Research Committee Meets 


Under the chairmanship of H. I. 
Ross, C.A. of Montreal, the Commit- 
tee on Accounting and Auditing Re- 
search of the Canadian Institute met 
on January 12 to plan research pro- 
jects for the coming year. 


Preliminary Taxation Brief 

A joint committee from the Taxa- 
tion Section of the Canadian Bar As- 
sociation and the Taxation Commit- 
tee of the Canadian Institute of 
Chartered Accountants held a pre- 
liminary meeting with senior officials 
of the Department of Finance and 
National Revenue to discuss the first 
draft of the brief on recommenda- 
tions for amendments to the Income 
Tax Act. C.I.C.A. representatives on 
the committee are J. P. Kinghorn and 
Rosaire Courtois of Montreal, and L. 
J. Smith and R. W. E. Dilworth of 


Toronto. 
Continued on page 122 
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‘PENSION PLANNING? PLANNING: 


THE KEY 
eRe eee aL Be le 


A “LONDON AND SCOTTISH” 


PENSION alk POLICY GROUP PENSION 


1. MAXIMUM FLEXIBILITY UNIT POLICY 


2. FULL SECURITY OF 


ESTE J OFFERS THESE SPECIAL FEATURES: 


* Savings in cost — no surrender charges on termination of 
employment. 


* Realistic provisions for early or late retirement — no inflexible 
“Actuarial Equivalents”, 


* Ability to seek independent advice in initiating and funding 
the plan, 


* Facility for any necessary future changes without amendment 
to the policy. 


Further information may be obtained from: 


V A Life Representative of our Company 
VV A General Insurance Agent representing our Company for life business 
V The Life Administration Office, 88 University Ave., Toronto, Ont. 


In Canada @® Since 1863 


LONDON AND SCOTTISH 


ASSURANCE CORPORATION LIMITED 


A Company of The Northern Assurance Group 
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Balance of Payments 

Canada’s deficit from current trans- 
actions in goods and services with 
other countries reached a_ record 
third-quarter total of $286 million in 
1959, bringing the 9-month deficit to 
$1,119 million. This is a jump of 
42% from $788 million in 1958 and 
only 4% below the record total of $1, 
171 million for the first nine months 
of 1957. Most of the 9-month increase 
was due to a rise in the merchandise 
trade deficit to $426 million from 
$128 million in 1958. The deficit on 
non-merchandise transactions at $693 
million was up about 5%, and still ac- 
counted for most of the total deficit. 


Taxpayer in the Courts 
During 1959, 265 income tax cases 


were heard in Canada, reports CCH 
Canadian Limited, national reporting 


authority on tax and business law, 
and one-third of them was won by 


the taxpayer. In 1958, the taxpayer 
won 38% of his appeals. The Income 
Tax Appeal Board heard 211 cases, 
with the appellant successful in 85. 
There were 41 cases before the Ex- 
chequer Court, and the taxpayer's ap- 
peal was allowed in 12 of them. In 
the Supreme Court 13 cases were 
heard, all of which were appeals by 
the taxpayer from decisions handed 
down by the Exchequer Court. The 
taxpayer's expectations were realized 
only twice, while the Minister took 11 
of the decisions. 

During 1959 only two succession 
duties cases came up, both before the 
Exchequer Court. In both cases, the 
appealing estates lost to the Minister. 


Automobile Statistics 


There is now a passenger car for 
every 4.6 persons in Canada and a 
vehicle for every 3.4 persons, accord- 
ing to a year-end report released by 


the Canadian Automobile Chamber 
of Commerce. In 1959 Canadian car 
and truck manufacturers produced 
more than 800,000 automobiles and 
67,000 trucks. Canadians bought more 
passenger cars in 1959 than in any 
previous year. 


Netherlands Institute Elections 


H. C. Treffers, of Amstelveen, has 
been elected president of the Nether- 
lands Institute of Accountants for 
1960. 


Life Benefits Increase 

Life insurance and annuity pay- 
ments to Canadians in the first 10 
months of 1959 rose to $411.8 million, 
$28 million more than paid in the like 
period for 1958, the Canadian Life 
Insurance Officers Association reports. 
Death benefits were $154 million 
compared with $139 million in 1958. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., Dec. 31, 1959: 

Australia (pound) 2.14%; Belgium 
(franc) .0192; Denmark (kroner) .1385; 
France (franc) .00195; Germany (d. mark) 
.2290; India (rupee) .2008; Italy (lira) 
.00155; Mexico (peso) .0766; Netherlands 
(guilder) .2535; New Zealand (pound) 
2.66%; Norway (kroner) .1340; Sweden 
(kronor) .1845; Switzerland (franc) .2215; 
Union of South Africa (pound) 2.67%; 
sterling in Canada 2.66%-2.67%; sterling in 
New York 2.79%-2.80%; U.S. dollars in Can- 
ada 4%-4% discount. 


Readers of The Canadian Chartered Ac- 
countant are invited to express their opin- 
ions on articles appearing within our pages. 
Letters will also be welcome on other topics 
of interest to the profession but all corres- 
pondence must bear the writer’s signature 
and address (which will be withheld, if so 
requested ). 

The Editor. 
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ill it pay to mechanize 
your accounting ? This 
simple fill-in folder lets 
you know 


do it 


COBT COMPARIBGON CALCULATOR 


Ye amakke your owe 
comt wally wis 
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SAVINGS PER DAY EXCEED §t you can opalr 
- ee ee. ated mectaonly Baer COR oe OS Get NE. 


Now with this free Burroughs folder you can make. 
your own analysis that will show you in dollars 
and cents whether (1) you're better off with pen- 
and-ink accounting methods or whether (2) you’d 
actually save money by mechanizing with a low- 
cost machine from Burroughs P-600 tine. 


Is the analysis easy? Yes, it’s a simple, step-by- 
step, fill-in approach that anyone can complete 
in minutes. 


Why guess when you can know? Clip the coupon 
below and get your copy of the free ‘‘Do-It-Your- 
self Cost Comparison Calculator.’’ Make your own 
easy cost analysis of your present accounting 
methods. Then use the facts to decide whether 
you want the benefits of mechanized accounting: 
trouble-free trial balances; accuracy; current, 
legible records; elimination of peak load; money 
received sooner through prompt statement 
preparation and mailing; better customer rela- 
tions through neat statements. Burroughs Adding 
Machine of Canada, Limited. Factory at Windsor, 
Ontario. 


Burroughs 


“NEW DIMENSIONS / in electronics and data processing systems” 


Burroughs Adding Machine 
of Canada, Limited 
Windsor, Ontario 


Please send me without obligation my free ‘‘Do-it- 
Yourself Cost Comparison Calculator” folder. 


NAME oe 
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CORRESPONDENCE 


Toronto, Dec. 9, 1959 
New U. or T. ComMMERCE CoursE 

Sir: A new approach to accounting educa- 
tion is being taken in the Commerce and 
Finance course at the University of Toronto. 
In view of the number of commerce grad- 
uates who are hired by the readers of this 
publication and the continuing interest in 
and controversy over accounting education 
within the profession, I think it is important 
that what we are doing should be more 
widely known. 

Started last year, a course of instruction 
made up of the following topics is being 
given to commerce students in their second 
and third years: 

(1) The methods of classifying, arrang- 


ing and presenting accounting data in finan- 
cial statements and reports. 

(2) The principles, assumptions and limi- 
tations inherent in the methods used to 


determine accounting income and _ asset 
valuations, and the variety of different re- 
sults they can produce. 

(3) Stock and bond equities and treat- 
ment in accounts. 

(4) The methods of combining account- 
ing figures of individual enterprises to 
produce consolidated financial statements 
for groups of companies, sector accounts 
and national accounts. 

(5) Financial and cost planning, analysis 
and control. 

(6) The legal responsibilities of public 
accountants and the significance and limita- 
tions of audit reports. 


The course does not include much of 
what has become traditional in most 
accounting courses. Because university ac- 
counting professors are usually professional 
accountants, the courses they give have 
frequently been much better suited to the 
needs of public accountancy students than 
to the needs of university students. They 


have tended to stress the book entries 
necessary to account for a wide variety of 
business transactions, involving endless 
practice in making debits and credits. They 
have stressed the records kept and clerical 
procedures followed in the recording pro- 
cess, requiring the student to memorize the 
appearance of a variety of forms and the 
steps in a variety of procedures he will 
probably never see again. They have in- 
cluded specialized technical problems such 
as the particular bookkeeping mechanics in- 
volved in accounting for special situations 
and institutions such as estates, receiver- 
ships and municipalities, which many pro- 
fessional accountants seldom encounter. 
They have frequently included extensive 
descriptions of audit procedures which are 
of no interest to anyone but an auditor. 
None of these things is included in the new 
course at Toronto. 


The university student wants a broad 
education, not training for the practice of 
accountancy. He wants to understand the 
meaning and significance of the figures that 
accountants produce, not to get mixed up in 
all the intricate workings of debit and 
credit. He wants to develop his ability to 
reason and analyze, not to memorize tech- 
nical forms and procedures. His work is 
academic, and his business experience is 
practically nil. The chances are that he will 
never do accounting work of any sort. If 
he does wish to become an accountant after 
graduation, he will have to get, as he does 
now, “on the job” experience and courses 
of instruction in professional accounting. 


In view of all this, the new course deals 
not with what accountants do in their day- 
to-day routines but with the meaning, use 
and significance of the information they 
produce. Even in the United States, where 
a large proportion of professional account- 
ants is educated at the universities, the 
appropriateness of this approach to the sub- 

(Continued on page 126) 


124 








for capital 
expansion 


Many industrial enterprises with good 
prospects but in need of finances will be 
started or expanded this year in a way that 
provides a sound basis for development 
through the financial assistance of the In- 


dustrial Development Bank. 
Information about I.D.B. financing in the fields of: 


© Manufacturing ¢* Repairing © Processing 
e Transportation ¢ Construction © Air Services 
e Packaging @ Engineering etc. 
can be obtained from your banker, auditor or 


lawyer or from the nearest office of the Industrial 


Development Bank listed below: 


idp INDUSTRIAL 
““ DEVELOPMENT BANK 


Established in 1944 by the Government of Canada to help in fi- 
nancing new or expanding small and medium sized enterprises. 


Vancouver 1030 West Georgia St. 
Calgary 513 Eighth Ave. West 
tel Li (ieee Mrmr LT 
Winnipeg 195 Portage Ave. East 
Toronto yee ROT eth ae 
London 291 Dundas St. 
Montreal. ...........+.-.+ 901 Victoria square 
el | :\ \ rere OMEErer se 91S 
Saint John Khe Oilela lie 
Halifax 





Continued from page 124 
ject is being recognized more and more, as 
evidenced in the new editions of the most 
popular textbooks. In Canada, where pro- 
fessional accounting education is given 
separately from university education, it is 
even more appropriate for the universities. 
J. E. Sanps, C.A. 
Assistant Professor of Commerce 
University of Toronto 


Toronto, Dec. 23, 1959 
MEANING OF “FIxEp ASSETS” 

Sir: The letter from Messrs. Hatton, 
Warren and Scrimbit, published in the Jan- 
uary issue, includes a suggestion predicated 
on what is, in my opinion, an ill-conceived 
interpretation of the term “fixed” as used 
in the expression “fixed assets”. These 


gentlemen have taken the stand that the 
term relates to the life of the asset and 
that only those assets whose life can be said 
to be fixed, in the sense of being permanent, 
should be described by this term. In con- 
trast, I contend that the propriety of the 


term “fixed” does not involve the question 
of the life of the asset but rather of the 
use and purpose for which it is purchased 
and which, in this case, lends itself quite 
appropriately to the designation “fixed”. 

In the ordinary course of a_ business, 
assets such as land, buildings and equip- 
ment are purchased for the specific pur- 
pose of providing, on a continuing basis, 
those facilities essential to the effective 
operations of the undertaking. As long as 
a company continues to operate, such facil- 
ities must be provided, and therefore, in the 
sense that such assets are purchased as and 
are, in effect, providing a lasting service, 
they can be described as “fixed”. The 
permanency of the need for this service is 
unaffected by the length of life of the par- 
ticular components providing such service at 
any specific time. If the asset wears out, it 
will merely be replaced. Therefore, the dis- 
tinction in the life length, brought out by 
the gentlemen, is inconsequential to the 
issue. 

The suggestion that the term “long-term 
assets” be used in the balance sheet, as a 
classification for all assets whose life ex- 


ceeds that of current assets, might create 
problems in providing proper presentation. 
This single classification does not recognize 
the basic characteristics which distinguish 
the various types of assets within this group. 
As indicated above, assets usually referred 
to as fixed assets are held for use in the 
operations of the company. The fact that 
they exist for a long term is incidental io 
the purpose of the purchase. However, 
assets such as long-term investments, de- 
ferred charges, intangibles, etc. may alsu 
exist for a long period, but they are not 
used in the operations of the business nor 
is the need for them a permanent require- 
ment. 

Therefore, I would suggest that the term 
“long-term assets” is not a_ satisfactory 
alternative to the term “fixed assets” since 
the former does not imply the connotation 
of a lasting usage in company operation in- 
herent in the latter. 

Gertruve Mutcany, C.A. 


C.1.C.A. Research Associate 


Toronto, Dec. 20, 1959. 
Bu.L.etins Not “MANDATORY” 


Sir: I am grateful to Mr. Dever (CCA, 
January 1960, page 16) for pointing out 
the unfortunate implications conveyed by 
my use of the word “mandatory” in the 
article referred to (CCA, September 1959, 
page 247). I recognize, of course, that the 
committee has no power to issue “man- 
dates” or orders, and it was not my in- 
tention to imply the existence of any such 


power. 
However, I cannot agree that my remarks 
have “created a very dangerous situation”. 
It is obvious that the position of an auditor 
who fails to conform to the recommendation 
of the committee is a dangerous one, es- 
pecially in those instances “where the com- 
petency of the chartered accountant is in- 
volved”. The danger, however, has been 
created, not by my remarks, but by the 
authority and influence of the bulletin it- 
self. It was, in fact, my recognition of 
this danger that led me to use the word 
mandatory in the first place to emphasize 
the fact that a practitioner will, in future, 
(Continued on page 128) 
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THIS END UP! 


now they 
own it 


HANDLE WITH CARE 


THIS END UP! 


now they 
don't 


HANDLE WITH CARE 


commercial credit insurance covers 
the invoice price of merchandise shipped 


When shipment is made—title passes to the purchaser. In place of the 
product there is now an account receivable. It is sound for your clients 
to insure while they own the product . . . equally sound to insure when 
their customer owns the product, and owes them for it. American Credit 
Insurance, by protecting accounts receivable, plays a major role in good 
management ... makes a basic contribution to financial security and 
sales progress. 


SEND FOR BOOKLET on the many advan- 
tages of modern credit insurance. Write AMERICAN 
CrepDIT INDEMNITY COMPANY of New York... 
Dept. 41 Montreal, Quebec, Sherbrooke 
Toronto, Hamilton, Woodstock or Vancouver. 


Protect your investment in accounts receivable 


American 
Credit insurance 


ANY ACCOUNT...NO MATTER HOW GOOD.../S BETTER WITH ACI 
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fail to attend at stock-taking at his peril. I 
am still of the opinion that the authority 
and influence of the bulletins and of the 
committee are such that the recommenda- 
tions of Bulletin No. 16 must be considered 
by practitioners as being, for all practical 
purposes, compulsory, despite the lack of 
any power to compel conformity. 
W. B. Courts, C.A. 
Editor, 
Accounting Research Department 


Maracaibo, Venezuela, 
Dec. 10, 1959 

U.S. INFLUENCE ON BULLETIN No. 17 
Sir: The auditor's report recommended in 
Research Bulletin No. 17 comes as a sur- 
prise to me in that its wording follows so 
closely that of our American fellows. There 
is every reason why we should profit from 
their broad experience, but it would be un- 
wise for us to conform to their practice 
beyond the reasonable requirements of 
Canadian business and law. 

American audit reports are influenced 
strongly, perhaps unduly, by rules of the 
Securities and Exchange Commission, and 
it is understandable, whether or not de- 
sirable, that general U.S. practice has come 
to conform to what is often specifically re- 
quired of the auditor. But need we con- 
form unless a wording in itself is desirable, 
apart from U.S. considerations? 

I refer particularly to the recommended 
statement that the examination included a 
general review of the accounting procedures 
and such tests as were considered necessary. 
The fact that an unqualified opinion is 
given by a chartered accountant should be, 
and is, sufficient to assure the reader that it 
is based on an adequate examination. I can 
see only S.E.C, requirements as justifica- 
tion for the now-common practice of stat- 
ing in writing what should be so obvious. 
When S.E.C. considerations so require, let 
us give the client an extra opinion, using 
entirely American wording. Canadian read- 
ers, however, will understand that our ob- 
ligations to the profession allow us to ex- 
press an opinion only if we know whereof 
we speak, 


It is observed on page 390 of the Novem- 
ber issue that Canadian reporting practice 
is several paces to the rear of that in the 
United States. Could it be that we are 
trying to catch up in our written opinions 
by simply copying? Or is it just that S.E.C. 
& Co. is being carried across the border by 
U.S. capital? 

Donatp R. Atves, C.A. 


Toronto, Dec. 28, 1959 
BuLiLeTIn No. 17 CANADIAN IN TONE 


Sir: It may be possible that other mem- 
bers in our profession share Mr. Alves’ con- 
cern, as indicated in his letter of December 
10, 1959, with regard to similarity in the 
wording of the recommended form of 
auditor’s report, as set out in Bulletin No. 
17, with that used in the United States. 
Because of the close proximity of our two 
countries and because of the increasing 
inter-relation of business activities and 
undertakings, it is only reasonable to expect 
that the practices followed in the United 
States will have an influence upon Can- 
adian practices. However, to suggest that 
this influence has reached the stage of what 
might be called a determining factor is 
quite unreasonable. 

In making recommendations to our mem- 
bers, the Committee on Accounting and 
Auditing Research presents what it con- 
siders to be desirable practices and pro- 
cedures in this country. It is only logical 
that, during the deliberations on a particular 
subject, consideration would be given to 
what is being done in other countries, and 
this is not limited to what is being done in 
the United States. However, the determining 
factor in any release is what would be best 
from the Canadian point of view, not what 
would be required in order to put Canadian 
practices into line with those of other 
countries. The fact that the committee may 
present recommendations similar to those 
adopted elsewhere should not be interpreted 
as an endeavour on its part to promote inter- 
national uniformity of practice but rather 
as an indication of uniformity in thinking 
on the part of those specifically delegated 
by their respective Institute or Association 

(Continued on page 130) 
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“ CONTRACT CONTROL 
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uC, Several senior positions available in review and audit concerning the execution of 

"by policy and procedure of major contractors engaged in the construction of 44’ depth 

, port facilities, 200 mile railroad, 60,000 H.P. turbine power dam, two planned 

2A. townsites and facilities to mine and concentrate 60,000 tons of iron ore per day. 
Applicants with C.A. degree preferred. Should have 5 to 10 years experience in 

959 the accounting field with emphasis on auditing of heavy construction industry. 

E The positions will be located at Port Cartier (Shelter Bay) and at the mine townsite, 

em- 200 miles north of Port Cartier. Both locations in new, permanent townsites. 

“a Full and detailed resume of personal, educational, work 

the background should be mailed in first letter to: 

of Employment Office, 

No. 

hen. Quebec Cartier Mining Company, 

two 1255 Laird Blvd., Room 235, 

i Montreal 16, P.Q. 
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hat 

hat 

: INTERNAL AUDITOR 

-m- For one of the largest Pulp and Paper Companies in Eastern 

ind Canada. This is a challenging opportunity requiring the 

on- background and ability to establish effective audit procedures 

TO- and internal control routines, with a minimum of direction 

cal from financial management. 

> The active expansion program currently underway provides 

aa unusual scope for rapid advancement. 

in Candidates should have their C.A. degree, preferably some 

- industrial experience, and should be under 30 years of age. 

es 

hat Salary commensurate with ability and experience, and in ex- 

ian cess of the average for the industry. Suitable living accom- 

her modations will be provided. 

vy Replies treated in confidence should state age, education, and 

a. details of experience and salary. 

er- BOX 986 

Z The Canadian Chartered Accountant 

ed 69 Bloor Street East, Toronto 5, Ontario 
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Can Your Clients 


Afford 


New Customers? 


For increased sales volume they 
need those new customers. 

But new customers present prob- 
lems, too. Are they good risks? 
Can your client extend them 
credit? And, if he can, where then 
can he find the ready cash to fi- 
nance those extra sales, the work- 
ing capital to carry the accounts 
receivable? 

If any of your clients have this 
roblem, Canadian Factors can 
ie them — by taking over those 
credit-checking responsibilities, and 
by advancing the cash that enables 
them to increase sales without 
seeking new investment capital. 


HERE’S HOW OUR SERVICE WORKS: 


@ We buy your client’s accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 

@ We guarantee payment 100% — 
once we’ve bought his accounts, 
the credit risk becomes our worry. 

© We free your client from making 
credit decisions — he’s able to 
devote his full time to the profit- 
making aspects of his business. 

® We relieve him of the expense and 
trouble of his accounts-receivable 
bookkeeping, credit, and collec- 
tion departments. 


Perhaps these services could be of 
great help to some of your clients. 
If you’d like to discuss the advan- 
tages of factoring with them, and 
you want more information for 
your own use, write today for our 
free booklet: “Credit Risks and 
Frozen Accounts.” 


CORPORATION 
LIMITED 
CANADIAN 
FACTORS 


423 Mayor Street, 
Vi. 9-8681 
Established in 1931. 


Montreal 
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to develop proper practices and procedures. 


To get back to the specific points of 
Mr. Alves’ letter, it should be remembered 
that, while the rules of the Securities and 
Exchange Commission have had a consider- 
able influence on the form of the auditor’s 
reports in the United States, many of these 
rulings represent the legal authorization of 
recommendations originally expressed by 
accounting authorities and organizations in 
that country as to what are proper 
practices. 


In his criticisms of the reference to the 
scope of the auditor’s examination, Mr. 
Alves seems to forget that many of the 
readers of financial statements are not 
familiar with the standards of our pro- 
fession. While these persons may well ap- 
preciate that an opinion would not be ex- 
pressed without an adequate examination, 
they are not aware of what constitutes an 
adequate examination. They do not appre- 
ciate that it is seldom necessary to make a 
detailed examination of every transaction. 
In the original discussion relating to the 
preparation of a standard form of auditor's 
report, the committee felt that the possibil- 
ity of the misinterpretation by uninformed 
readers of the significance of the auditor's 
opinion could not be overlooked. It there- 
fore recommended that the auditor’s report 
should include a reference to the scope of 
the examination. The suggested wording in 
this respect in Bulletin No. 17 is not new. 
It originated in Bulletin No. 6, and current 
statistics show that most Canadian account- 
ants have come to recognize the desirability 
of this type of disclosure. 


While reference is made in Bulletin No. 
17 to variations in practices between Can- 
ada and the United States, with respect 
to the disclosures relating to generally ac- 
cepted accounting principles, I think that 
the committee clearly indicated that this 
was a secondary consideration in their de- 
cision to recommend a change in Canadian 
practice. 

I hope that this discussion will help to 
answer the criticisms presented by Mr. 
Alves. 

GERTRUDE Mutcany, C.A. 


C.1.C.A. Research Associate 
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ares, CompuTinc MortcGaGE RESERVE 

5 of Sir: On page 549 of the December issue 

ered of The Canadian Chartered Accountant, DO YoU K NOW 

and there is an example showing the computa- 

der- tion of mortgage reserves under section 85G Somebody who might be inter- 

we of the Income Tax Act. Section 85G pro- ested in a subscription to 
vides a formula for computing the amount 

1 of of the reserve, but limits the amount which The Canadi 

by may be claimed to one-twelfth of the a san 
tics amount computed plus the amount that was Chartered Accountant? 
i deducted in the previous year. 


Simply complete the form with 


Since the loan company in the example : 
tg his name and address and we 


the began operations in 1957, there would have 7 

Mr. been no amount deducted as a reserve in will be pleased to send him a 
the 1956. Accordingly, the reserve which may copy. 

cote be deducted for 1957 will be limited to one- 

i twelfth of $18,000 or $1,500. 


The reserve for 1958 will be limited to 





ex- 
ion, $3,600. This will be the $1,500 deducted 
an for 1957 plus the $2,100 computed for OF 
re- 1958. address 
ea G. P. Smrru, C.A. 
ion. 
the 
or’s Quebec, Dec. 22, 1959 
a AutHor’s REJOINDER 
or’s Sir: Regarding my example on page 549 
re- of the CCA, December 1959: According to 
ort the letter from Mr. Smith, the reserve for 
of 1957 would be $1,500 instead of $18,000. 
in His interpretation of section 85G(a) (ii) is 
ww. different froin mine. He would limit the re- 
ent serve for 1957 to the reserve from 1956, 
nt- plus one-twelfth of $1,800, i.e. zero plus 
ity $1,500 = $1,500. 
Section 85G(a)(ii) reads as _ follows: 

Jo. “The amount, if any, deducted . . .”. I have 
:n- interpreted if any as implying that para- 
oct graph (ii) would apply only if a reserve 
1c. existed for the preceding year. Otherwise, Subscription Rates 
at what would be the use of if any? Besides, P 
his the amount of $1,500 seems rather small for 1 year $6 3 years $15 
le- mortgages amounting to $600,000. Single copies 60c 
an When I prepared my paper on reserves, 

I hesitated between the interpretation 
to given by Mr. Smith and the one I finally THE CANADIAN 


fr. adopted. It is quite possible that the inter- CHARTERED ACCOUNTANT 


pretation chosen was the wrong one, as too 
A often happens. 69 Bloor St. East, Toronto 5, Ont. 
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SIXTH SUMMER SCHOOL IN ACCOUNTANCY 
McGILL UNIVERSITY, MONTREAL 


MONDAY, MAY 9, Through FRIDAY, JUNE 3, 
1960 


In view of the change of Chartered Accountants’ examination dates, the 
school will be held in May, 1960, instead of in July. 


As always, the school is intended to integrate and complete the studies 
of students for their professional accountancy examinations. Residence on 
the campus is required, throughout the period of the school, this being an 
essential part of the university life to which the student is to be introduced. 


The first aim is to educate broadly and intensively in accounting theory 
and principles. The syllabus followed by the two divisions of the school will 
be that of the Intermediate and Final Chartered Accountants’ examinations, 
respectively. 

Classes will be held for six hours each day, from Monday through Friday, 
with the week-ends free. The school will be under the direction of Professor 
Kenneth F. Byrd, with professors of the School of Commerce and other universi- 
ties assisting in the lecturing. 


Apply promptly to the Summer School in Accountancy, School of Com- 
merce, McGill University, Montreal, Quebec. 


SIX SERVICES YOU 
WILL APPRECIATE 


1. SAVINGS ar 
— with interest at 3 
GUARANTEED INVESTMENT ‘CERTIFICATES 
— at current rates of interest for 1 to 5 years, also 
—— nena Savings Certificates redeemable at any 


TRUSTEE U UNDER REGISTERED PENSION PLAN 
panies, professional groups, individuals 


EXECUTOR OF WILL 
— Details and estimate of cost without obligation 


CUSTODIAN FOR STOCKS, BONDS, 


INVESTMENTS 
— All services necessary in management of financial 


affairs 
REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting 
office space 
Please write or phone for full information and free literature 
on these and the many other Chartered Trust Services 


CHARTERED TRUST 


COMPANY 
Toronto: 34 King ms. ie 
Branches: Clair A 
2972 Bloor 73. as 1518 ae Ave. 
Montreel: 388 St. James 8. Ww. 





Editorial 


THE INDEPENDENCE OF THE AUDITOR 


A Basic principle in the profession of auditing is that the auditor 
should regard the facts, on which his opinion is to be based, with 
objectivity; to do this he should be free from any bias or outside in- 
fluence which could affect his judgment in applying proper account- 
ing principles to the financial position of his client. An essential re- 
quirement for the auditor in reaching an objective view is that he 
should be independent. 

In Canada the greater part of the auditing work performed is 
comprised of audits of limited companies where generally speaking 
the statutes require appointment by the shareholders, thus at least 
in theory providing a considerable measure of independence for the 
auditor. In the United States, on the other hand, the auditor of a 
limited company is seldom appointed by the shareholders, and in 
fact the appointment is more often made by senior officers of the 
company or the Board of Directors. Possibly for this reason much 
more thought has been given to the matter of independence in the 
United States than has been the case in Canada, and it is interesting 
to note that in the United States the auditor is usually referred to as 
being an “Independent Public Accountant” and is seldom described 
as an auditor. Undoubtedly, however, ‘an important factor in the 
United States in the development of their thinking on the subject of 
independence has been the requirements of the Securities and Ex- 
change Commission of that country. 

The Securities and Exchange Commission of the United States 
has made it a rule that an accountant will be considered not inde- 
pendent with respect to any concern in whom the auditor has any 
direct financial interest or any material indirect financial interest. The 
Securities Acts in Canada are administered by the provinces, and 
until recently Acts and regulations issued under them contained no 
specific references to an auditor being independent. However, within 
the last few months the Ontario Securities Commission in its regu- 
lations has stated that the auditor to be acceptable to the Commis- 
sion must be properly qualified as a public accountant and be in a 
position to express a completely independent opinion. The regula- 


133 















THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 


tions of the Ontario Securities Commission do not specifically define 
their requirements as to “independence”, but it seems reasonable to 
assume that the ownership of any material financial interest in a con- 
cern by the auditor would be considered to have impaired his inde- 
pendence in the eyes of the Commission. 


The American Institute of Certified Public Accountants in its 
rules of professional conduct has stressed the matter of independence 
but has not taken as rigid a position as that of the Securities and 
Exchange Commission since its rules prohibit expressing an opinion 
on a company only where a public accountant holds a material finan- 
cial interest either in relation to the company’s capital or to the ac- 
countant’s personal wealth. A number of the Provincial Institutes of 
Chartered Accountants have under consideration rules of profes- 
sional conduct which will include a rule somewhat similar to that 
of the American Institute and one of the Provincial Institutes has 
already adopted such a rule. In view of its importance to our pro- 
fession, the rule is quoted below: 


“No member or firm of which he is a partner shall express au 
opinion on the financial statements of any organization if the 
member, his partners, or his or their immediate families, have a 
substantial direct or indirect financial interest (or such other in- 
terest as could materially influence the independence of the 
member or firm) in the organization unless the report discloses 
such interest.” 


It seems likely, therefore, that the profession in Canada is mov- 
ing towards the position where an accountant cannot act as auditor 
if he has a substantial direct or indirect financial interest in the or- 
ganization unless he discloses his interest in his report. This is the 
same position as that taken by the American Institute, with the one 
important exception that they would prohibit any expressicn of opin- 
ion where the business concern is a publicly financed company. 


A situation frequently encountered, which it is some times sug- 
gested may affect the auditor’s independence, exists where the audi- 
tor performs bookkeeping services and writes up the accounting 
records of the company. It does not seem reasonable to consider that 
the performance of bookkeeping services for a client impairs the au- 
ditor’s independence, unless by so doing he places himself in the posi- 
tion of an employee and there is no reason why the performance of 
bookkeeping services any more than the performance of an audit 
should make an individual an employee of the concern for whom the 
services are rendered. It is important, however, that if the auditor 
does provide bookkeeping services he should confine his work to re- 
cording business transactions which have been consummated by 
management and that he should not allow himself to be involved in 
initiating or completing business transactions for the concern. 


It has been stated that independence for the auditor comes down 











1960 EDITORIAL 135 


to an attitude of mind. Various situations can arise, which may af- 
fect the auditor’s independence in greater or less degree, but, if he 
does not in his own mind feel that he can reach his opinion without 
being affected by outside influences, then he is not “independent”. 
This is the essential consideration, since while the ownership of a 
financial interest in a client may affect the auditor’s independence, 
this does not necessarily follow so long as he does not place himself 
in a position where he cannot maintain an objective attitude or has a 
selfish interest with respect to his client’s affairs. 


NEW JOURNAL FEATURE: “THE CORPORATE VIEWPOINT” 
DuRING THE Past five years, The Canadian Chartered Accountant 
has tried to keep its readers abreast of management accounting topics 
through a department in the journal entitled “Administrative Ac- 
counting”. This department is now being discontinued after a com- 
paratively short life. However, it has served its purpose well, and we 
should like to express our thanks to John W. Crowe, C.A., the editor 
for the past two years, and to Kenneth M. Place, C.A., who preceded 
him, for what we believe has been a substantial contribution towards 
a better understanding of accounting in industry. 

Beginning with this issue, a new feature has been added to the 
magazine. To be called “The Corporate Viewpoint”, it will appear 
every other month and will be edited by A. F. Desmond Campbell, 
C.A., treasurer of Bathurst Power & Paper Company Limited and its 
subsidiary companies. Mr. Campbell has had a broad experience in 
Canadian industry as well as extensive financial background in 
Europe. Prior to joining the Bathurst organization, he was associate 
controller to Ford of Canada. He received his C.A. certificate in 
1941 from the Institute of Chartered Accountants of Manitoba after 
serving articles with Peat, Marwick, Mitchell & Company in Winni- 
peg. 
Contributors to “The Corporate Viewpoint” will be chief execu- 
tives in industry and commerce and leading professional men. They 
will be asked to express their views on a wide range of business topics 
and present fresh perspectives on many factors relating to industrial 
endeavour. The years immediately ahead offer a challenge to ac- 
countants and businessmen and we hope that, through this latest ad- 
dition to the magazine’s regular features, our readers whether en- 
gaged in public practice or industry will find the material helpful 
and, as a result, will be drawn into closer relationship with those 
whose function it is to make management decisions and influence 
business policies. 








Public Accountancy Legislation 
in Canada 


JOHN R. E. PARKER, C.A. 


“Two problems confront the ac- 
counting profession today: legal 
recognition and professional educa- 
tion. If accountancy is to be de- 
veloped into a profession comparable 
with law and medicine, it must re- 
ceive universal recognition at the 
hands of the state.” This statement 
by J. E. Sterrett was published in the 
first issue of The Journal of Account- 
ancy, November 1905. Over the inter- 
vening years great strides have been 
made by the accounting profession. A 
half century ago it was debatable 
whether or not accounting was gen- 
erally accorded professional status. 
At the present time, not only is there 
unity among accountants on_ this 
issue, but also strong evidence of 
unity among the general public. 

Regardless of the progress that 
has been made, the members of the 
accounting profession must admit 
that Sterrett’s remarks still depict the 
general situation. This is especially 
true with respect to the problem of 
legal recognition. 

As a natural consequence of Can- 
ada’s tremendous post-war develop- 
ment, the place occupied by the high- 
ly trained and competent public ac- 
countant is becoming increasingly 
important. We, as chartered account- 





ants, can justifiably take pride in the 
growing prestige, importance and 
public esteem accorded our profes- 
sion. However, upon reflection, it 
must be admitted that education and 
legal recognition still rank as major 
problems. In view of the rapid 
growth of the accounting profession, 
these problems are perhaps even 
more serious today than they were a 
half century ago. 


Canadian Bodies 

It is axiomatic that federal systems 
of government are plagued by the 
problems of competing jurisdictions. 
At the time of Confederation in 1867, 
the sections of the British North 
America Act dealing with the distri- 
bution of powers between the federal 
government and the provinces allo- 
cated virtually all matters concerning 
education to the individual prov- 
inces. Moreover, most laws for regu- 
lating the manner in which particular 
trades and professions conduct their 
business have been held to be beyond 
the power of the federal government. 
For these reasons, the Canadian 
scene is complicated by the existence 
of a variety of professional account- 
ing organizations. 

At the national level there are four 
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associations, all having been incor- 
porated by a special act of the 
Dominion. The senior body is the 
Canadian Institute of Chartered Ac- 
countants, incorporated in 1902. The 
General Accountants Association was 
established in 1908, and subsequent- 
ly incorporated in 1913. The Society 
of Industrial and Cost Accountants 
of Canada was incorporated in 1920. 
In 1951 the Canadian Institute of 
Certified Public Accountants was in- 
corporated. The existence of these 
national associations is primarily for 
the purpose of coordinating the activ- 
ities of the various provincially in- 
corporated bodies associated with 
the respective national organizations. 

Each of the provinces has acted 
uniformly in granting legislative re- 
cognition to the Institute of Chartered 
Accountants and the Society of In- 
dustrial and Cost Accountants. In 
dealing with the various other asso- 
ciations there is a characteristic lack 
of uniformity at the provincial level. 
A summary of the various profession- 
al accounting organizations that are 


currently active in Canada is pre- 
sented in exhibit 1. The national 
associations, as well as the provincial- 
ly incorporated bodies, are included, 
together with the incorporation date 
of each. 

In addition to the organizations 
shown in exhibit 1 there are other as- 
sociations which, for the most part, 
derive recognition from incorporation 
under the Dominion Companies Act 
or under one or more of the provin- 
cial Companies Acts. In simple terms, 
such incorporation grants to the or- 
ganization the status of a corporation 
without share capital. These associa- 
tions do not have professional status. 
Furthermore, their members, with 
few exceptions, are not entitled to 
use any designations. In this category, 
for example, are such organizations as 
the Certified General Accountants 
Association of Ontario, and the Inter- 
national Accountants’ and Executives’ 
Corporation of Canada. 

In the majority of Canadian prov- 
inces there are also independent pub- 
lic accountants. These individuals 


Exhibit 1 
DATE OF INCOPORATION OF ACCOUNTING ORGANIZATIONS IN CANADA 


C.A. R.LA. C.P.A. C.G.A. A.P.A. 
Newfoundland , Neate 1949 1951 1950 — ~ 
Nova Scotia! bt 1900 1950 _ a — 
New Brunswick 1916 1950 1951 _ 1947 
Prince Edward Island 1921 1951 — _ — 
NE rh Rend ee vam 8 1880 1941 _ _ _ 
ET Oe. 5 Go ot al? Shes 1883 1941 1926 = _ 
Manitoba 1886 1947 1950 — 1950 
Saskatchewan............ : 1908 1949 1954 _ — 
DUP esti tenis oor a Pa ko 1910 1944 = _ _ 
British Columbia ... ; 1905 1945 — 1951 — 
Federal Incorporation 1902 1920 1951 1913 ~ 


1In 1952 the Registered Public Accountants Association of Nova Scotia was in- 
corporated. This organization is affiliated at the national level with the Canadian Institute 


of Certified Public Accountants. 
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possess no specific education or ex- 
perience qualifications and belong to 
no organized professional body. They 
are subject to neither legislative regu- 
lation nor a code of professional 
ethics. However, in most provinces 
they are permitted to offer their ser- 
vices to the public as professional ac- 
countants, provided only that they 
use none of the designations (char- 
tered accountant, certified public 
accountant, etc.) protected by law. 


The existence of a multiplicity of 
professional accounting organizations 
can only result in the creation of 
public confusion. Those engaged in 
the practice of public accountancy 
who are unable to qualify for mem- 
bership in one of the associations to 
which recognition has been granted 
are apt to join, or even create an- 
other association which in turn 
presses for legislative recognition. 
This procedure is well substantiated 
in the historical development of the 
accounting profession in Canada. 


Nature of Legislative Control 


Statutes that have been passed 
dealing with the accounting profes- 
sion can be divided into two main 
categories: (1) regulatory and (2) non- 
regulatory. 

The regulatory form of legislation 
limits the practice of public account- 
ancy to one or more specified organ- 
izations. In some jurisdictions ex- 
amples may be found of the so-called 
“one-class” laws that restrict the right 
to practise to the members of a 
single association. In other jurisdic- 
tions the right to practise is extended 
to the members of two or more legal- 
ly recognized organizations. Under 


these latter circumstances the legis- 
lation usually provides for a licensing 
agency or board. In this manner the 


practice of public accountancy is 
effectively restricted to those regis- 
tered with the agency or board. 

Non-regulatory laws merely grant 
legal recognition to a specific desig- 
nation, e.g. chartered accountant, and 
restrict the use of the designation to 
those who have met the established 
qualifications. In jurisdictions where 
this is the only form of legislation 
no system of licensing exists. Accord- 
ingly, this results in permitting any- 
one, whether qualified or not, to prac- 
tise as a public accountant. 


Control of Accounting Profession 


Control over the practice of public 
accountancy by means of regulatory 
legislation was first introduced in 
Canada in 1946 by the Province of 
Quebec. For all practical purposes, 
the practice of accountancy in the 
province has been brought under the 
control of the Institute of Chartered 
Accountants of Quebec. Regulation 
of public practice in Quebec has been 
accomplished under section 11 of the 
Act of Incorporation of the Institute 
of Chartered Accountants of Quebec. 
This section provides that after the 
first day of January, 1947, no person 
shall practise as a public accountant 
unless he is (a) a member of the In- 
stitute, or (b) the holder of a licence 
issued by the Institute, or (c) a mem- 
ber of an institute or association of 
public accountants incorporated prior 
to the coming into force of the Act, 
under the authority of some other 
province, in which reciprocal arrange- 
ments are in force. 


Transitional provisions in the legis- 
lation required the Institute of Char- 
tered Accountants of Quebec to ab- 
sorb into its ranks a number of ac- 
countants who were members of 
other incorporated bodies. Further- 
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more, provision was made for the 
members of certain associations and 
for independent public accountants 
who were not admitted to member- 
ship in the Institute. The effect of 
these provisions was to empower the 
Institute to grant a licence to practise 
to any person who was resident in the 
Province of Quebec, and engaged in 
the practice of public accountancy as 
a principal means of livelihood, at the 
date the Act came into force. 


Legislation such as that described 
above is bold, but also extremely far- 
sighted. In the short run it is perhaps 
true that the Quebec legislation ad- 
mitted to membership in the Institute 
many whose qualifications were lower 
than otherwise desirable. However, 
with the passage of time such condi- 
tions should correct themselves. 


Prince Edward Island is the only 
other province that has seen fit to 
regulate the accounting profession in 
a manner similar to that existing in 
Quebec. 

In Ontario the practice of public 
accountancy is restricted to those 
who hold a licence issued by the 
Public Accountants Council for the 
Province of Ontario. To qualify for 
a licence a practitioner must (a) be 
a member of a qualifying body, i.e. 
the Institute of Chartered Account- 
ants of Ontario or the Certified Pub- 
lic Accountants Association of On- 
tario, or (b) pass an examination 
deemed at least equivalent in cover- 
age and intensity to the intermediate 
examination of a qualifvine bedv, and 
in addition have at least three years 
of public accounting experience ob- 
tained in the Province of Ontario. For 
the most part, transitional provisions 
in the legislation provided for the 
automatic licensing of those active in 


public practice on the date when the 
Act came into force (August 1, 1950). 


The Public Accountants Act ot 
Nova Scotia establishes a form of 
regulatory legislation similar to that 
existing in Ontario. Under the 
authority of the Act, the licensing of 
public accountants in the province is 
administered by the Public Account- 
ants Board of the Province of Nova 
Scotia. However, the licensing quali- 
fications required in Nova Scotia are 
somewhat different from those in On- 
tario. Subject to the experience re- 
quirements established by the Board, 
qualified members of the Institute 
of Chartered Accountants of Nova 
Scotia and the Registered Public Ac- 
countants Association of Nova Scotia, 
as well as those who have passed the 
intermediate examinations of either of 
the above organizations, are granted 
a licence. In addition, subject to the 
foregoing qualification, licences are 
granted to those who have obtained 
a degree in Commerce from a uni- 
versity approved of by the Board. 
Regardless of the educational quali- 
fications outlined above, all applicants 
for a licence must have at least two 


years of satisfactory experience 
gained in the office of a_ public 
accountant. Transitional provisions 


were included in the Nova Scotia 
legislation to protect the rights of 
those already engaged in the practice 
of public accountancy. 


In Nova Scotia a licensed account- 
ant may apply to the Council of the 
Institute of Chartered Accountants of 
Nova Scotia for permission to study 
the course leading to membership in 
the Institute. Under such circum- 
stances it is not necesasry to be, or 
become, employed by a practising 
chartered accountant. This procedure 
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Exhibit 2 


PUBLIC ACCOUNTANCY LEGISLATION IN 


Regulatory 
One-class 
P.E.I. 
Quebec 


Multi-class 
Nova Scotia 
Ontario 


is also available to the employees of 
public accountants licensed under the 
Act. Furthermore, a licensed public 
accountant who has practised in the 
province for a period of at least six 
years may write the final examina- 
tions of the Institute of Chartered 
Accountants of Nova Scotia. Mem- 
bership in the Institute is automatical- 
ly granted upon passing the final 
examinations, provided the Institute 
requirements with respect to age, 
moral character and preliminary edu- 
cation are met. 


Referring back to exhibit 1 it will 
be noted that the Institute of Char- 
tered Accountants of Alberta is the 
only public accounting organization 
granted legislative recognition in the 
province. The attitude of the Alberta 
Government was that it did not want 
to grant recognition to a large num- 
ber of accounting organizations. At 
the same time, to borrow a labour 
term, the government did not want a 
“closed shop”. Accordingly, the Al- 
berta Chartered Accountants Act was 
amended in 1952 so as to create a 
variety of methods whereby a person 
might become a member of the Insti- 
tute. 

Membership in the Institute of 
Chartered Accountants of Alberta in- 
volves two types of qualification: 
academic and experience. The evalu- 


CANADA 


Non-regulatory 


Newfoundland 
New Brunswick 
Manitoba 
Saskatchewan 
Alberta 

British Columbia 


ation of qualifications has been 
divided between two bodies. The 
General Faculty Council of the Uni- 
versity of Alberta evaluates academic 
standing, and the Accountants Ex- 
perience Appraisal Board examines 
experience. The Institute retains com- 
plete control of the ordinary method 
of obtaining membership, that is, by 
the serving of articles and the writ- 
ing of the required examinations. 
However, in Alberta, anyone who 
possesses educational and experience 
qualifications which are at least the 
equivalent of those required by the 
Institute of Chartered Accountants 
may apply for membership therein. 
Under the Act the responsibility for 
pissing on the applicants’ qualifica- 
tions rests with the two boards in the 
manner previously indicated. 

Jt is important to realize that the 
Alberta legislation still leaves the 
practice of public accountancy open 
to the unqualified and incompetent. 
There is no system of licensing in the 
province; therefore, anyone, whether 
qualified or not, can engage in the 
practice of public accountancy. All 
that the Alberta legislation accom- 
plishes is the elimination of the con- 
fusion that results from the existence 
of several legally recognized account- 
ing organizations. 


Exhibit 2 indicates the form of 
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public accountancy legislation cur- 
rently in effect in each province of 
Canada. It will be noted that six 
provinces — Newfoundland, New 
Brunswick, Manitoba, Saskatchewan, 
Alberta, and British Columbia — have 
non-regulating Jaws governing the 
practice of public accountancy. 


Trend towards Regulatory 
Legislation 


It is hardly necessary to state that 
a profession requires some provision 
for the regulation of its members. 
Many accountants feel strongly that 
this regulation should be exercised by 
the members themselves. It is in this 
spirit that codes of professional con- 
duct have been included in the by- 
laws of most professional associations. 
However, considering the public in- 
terest, is this really adequate regu- 
lation? 


It is the public interest that should 
be the paramount consideration in 
determining the desirability of regu- 
latory legislation governing the prac- 
tice of public accountancy. In gen- 
eral terms, the public interest requires 
that there should be available a 
sufficient number of public account- 
ants, possessing the highest type of 
qualifications, who are in a position to 
give independent and honest service 


for a reasonable reward. 


Unfortunately, the public interest 
is often regarded as a way of rational- 
izing the creation of a “closed shop”. 
What is really at stake, however, is 
the protection of the public. As has 
already been indicated, non-regu- 
latory legislation permits anyone, 
whether qualified or not, to practise 


_as a public accountant. 


It has been suggested on frequent 
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occasions that there is a considerable 
volume of accounting work which is 
less demanding in nature and can be 
performed by accountants with less 
extensive training and experience. If 
bookkeeping work is eliminated from 
consideration, the acceptance of this 
view becomes extremely dangerous. 
The responsibility for determining the 
degree of difficulty inherent in the 
assignment would rest initially with 
the client. On occasions, therefore, it 
is quite possible that the client would 
receive unsatisfactory service. This 
would seem to follow logically in a 
situation where the client, through a 
lack of understanding of the com- 
plexity of the engagement, selected a 
non-professional public accountant. 


To a lesser extent the public in- 
terest is also at stake in jurisdictions 
where multi-class regulatory legisla- 
tion exists. Under such circum- 
stances, however, there is also a pro- 
fessional interest at stake. Neither 
the public nor the professional in- 
terest is served by permitting a con- 
fusing array of professional account- 
ants who perform identical services, 
use similar titles, but possess different 
qualifications. 


At this point, it is important to 
realize that no real basis exists for 
any conflict between the members of 
the Society of Industrial and Cost Ac- 
countants of Canada and the mem- 
bers of any group of accountants en- 
gaged in public practice. For the 
most part, the members of the Society 
are employees of industry engaged in 
what is recognized as a_ highly 
specialized field of accounting. Ex- 
ceptions to the foregoing may be 
found. However, in such cases, in- 
vestigation will reveal that the in- 
dividual concerned is probably a 
member of some other professional 
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accounting organization, and is en- 
gaged in public practice in this latter 
capacity. 

The merger of existing public 
accounting associations would be- 
come virtually automatic if the vari- 
ous organizations ever achieved 
equality in their entrance require- 
ments. However, the likelihood of 
such an eventuality is extremely re- 
mote. One obstacle in the path of 
effective regulatory legislation of the 
profession is the formulation of equit- 
able transitional provisions. Any 
scheme of regulatory legislation must 
protect the right of those already en- 
gaged in public accounting practice, 
regardless of their individual quali- 
fications. This is an important factor. 


In the United States, at the 1956 
spring meeting of the Council of the 
American Institute of Certified Public 
Accountants, an official policy in 
favour of regulatory legislation was 
adopted in place of the Institute's 
former neutral stand. Under this new 
policy the Institute will support state 
legislation providing for the licensing 
of all public accountants. Transition- 
al provisions would establish a cut- 
off date for the registration of those 
already engaged in public practice. 
Thereafter, admission to the account- 
ing profession in the United States 
would rest upon the successful com- 
pletion of the C.P.A. examination. 


A good accountant is someone 
economist forecast for tomorrow. 





This recent change in policy 
adopted by the American Institute of 
Certified Public Accountants would, 
in effect, create a “closed shop” of 
the accounting profession. There is 
nothing wrong, however, with the 
“closed shop” concept, provided there 
are adequate avenues whereby mem- 
bership can be attained. The import- 
ant point is that the practice of pub- 
lic accountancy must remain open to 
all qualified persons, regardless of 
colour, race or creed. 


Conclusion 

In any consideration of regulatory 
legislation, the accounting profession 
in Canada is confronted with a varie- 
ty of problems. Some of the difficul- 
ties have already been indicated. 
Others exist, many of which are close- 
ly tied in with local conditions in the 
various provinces. Regardless of the 
difficulties, the development of other 
professions leads to the conclusion 
that regulatory legislation governing 
the practice of public accountancy is 
inevitable. Unless there is something 
extraordinary in the field of account- 
ing, there would seem to be no valid 
reason for departing from the estab- 
lished practice of other professions. 

Regulatory legislation is a continu- 
ing problem, one that must be solved 
if public accountancy is to take its 
place beside the other learned pro- 
fessions. 


who told you yesterday what the 


—Sir Miles Thomas 
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Tax Avoidance versus Evasion 


R. deWOLFE MacKAY, Q.C. 





THE DISTINCTION between avoidance 
and evasion has never been quite 
clear either in dictionary definition or 
in its use in common language or in 
statutes, particularly in the Income 
Tax Act and its predecessor Acts. 


The word “evasion” itself is rather 
ambiguous. It may mean that the in- 
tention was to engage in a transaction 
not touched by the Act. If so, no- 
body would have any ground for com- 
plaint. It may be, on the other hand, 
that the intention was to put a trans- 
action which was in substance within 
the taxing provisions into a form 
which, on the face of it, takes it out 
of the taxing provisions. In such 
event, there might equally be evasion, 
but yet not evasion that was fraudu- 
lent and inspired by a desire, by 1l- 
legal means, to circumvent the tax. 


IWTA Provisions 


The old Income War Tax Act had 
as one of its main headings a phrase 
entitled “Transfers to Evade Taxa- 
tion”, and under this heading were 
the sections of the Act which dealt 
with transfers of property to minors, 
transfers between husband and wife, 
transfers in trust and transfers of the 


right to income. Vested in the Min- 
ister of National Revenue was the 
right to ignore such transfers if he 
was satisfied that such transfers were 
made for the purpose of “evading” 
taxes imposed under the Act. 

The sense in which the word 
“evade” was used can hardly have 
been meant to connote that there was 
anything fraudulent or that the eva- 
sion was illegal. 

The word “avoidance” made its first 
appearance in the old Income War 
Tax Act with the enactment of sec- 
tion 32A (the forerunner and origina- 
tor of our now famous section 138) 
in which reference was made to 
“avoidance” as if it were something 
different from evasion; but the con- 
fusion of terms has at least been to 
some extent clarified by the enact- 
ment of the new Income Tax Act in 
1948, where (although all the avoid- 
ance sections are still carried under 
the old heading “Transfers to Evade 
Taxes”) the word “evade” fell into 
oblivion in the text of the Act except- 
ing under the heading of “offences”, 
where it is clearly indicated that the 
word “evade” is intended to connote 
something that is illegal, dishonest or 
fraudulent. 





The substance of an address to the Income Tax Seminar, Queen’s University, June, 1959. 
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Evasion Defined 
Section 182(1) of the Income Tax Act 
provides: 


Every person who has 

(a) made, or participated in, assented to 
or acquiesced in the making of, false 
or deceptive statements in a return, 
certificate, statement or answer filed or 
made as required by or under this Act 
or a regulation, 

(b) evaded payment of a tax imposed 
by this Act, destroyed, altered, muti- 
lated, secreted or otherwise disposed 
of the records or books of account of 
a taxpayer, 

(c) made, or assented to or acquiesced in 
the making of, false or deceptive en- 
tries, or omitted, or assented to or 
acquiesced in the omission, to enter a 
material particular, in records or books 
of account of a taxpayer, 

(d) wilfully, in any manner, evaded or at- 

tempted to evade, compliance with 

this Act or payment of taxes imposed 
by this Act, or 

conspired with any person to commit 

an offence described by paragraphs 

(a) to (d), 

is guilty of an offence. 


Most of the available methods of 
evasion are covered by the very broad 
scope of this section, such as, for 
example, cash dealings which are not 
reflected through the books or tax re- 
turns, as the case may be, of the tax- 
payer, or suppression of such docu- 
ments as sales invoices. Any failure 
to record a receipt of money that is 
in the nature of income constitutes an 
evasion and opens the door to crim- 
inal action. 


~ 


(e 


While evasion in this sense has 
been and always will be practised as 
long as there are men who lack in- 
tegrity and honesty, evasion of taxes 
has become more prevalent since the 
level of corporate and individual 


taxes has become high. The higher 
the tax, the greater the reward of 
crime. There is nothing that can con- 
done tax evasion in the criminal 
sense, and, really, there is little that 
can be said to illustrate, expand or 
develop the word “evasion” in this 
limited sense. 


Avoidance Defined 

The term “avoidance”, however, 
has great scope for consideration. 

Sometimes the government, in its 
eagerness to catch avoidance or 
threatened avoidance of tax, tries to 
plug the loophole and, in so doing, 
to use another metaphor, sweeps 
within its net those whom it was not 
intended to catch. In such cases the 
legislation closing the loophole or lay- 
ing the net is modified so as to reme- 
dy any hardship. 

As distinct, however, from evasion, 
avoidance has been, until recent 
years, perfectly legal. There are 
many cases in which it has been held 
that, if a taxpayer has two roads to 
take, one of which results in a tax and 
the other of which results in the 
avoidance of tax, he was entitled to 
take the road that avoided taxes with- 
out fear of reprisal on the grounds 
that he should or might have taken 
the other road. 

Skirmishes between the taxing au- 
thorities and the taxpayer during the 
early years of the Income War Tax 
Act, from 1917 to the early 30’s when 
the tax rates were low, took the form 
of a series of specific amendments to 
the Act, each of which sought to close 
up a specific loophole as it was dis- 
covered. 

When the depression of the 30's 
struck Canada, this “piece-meal” war- 
fare was broadened into a more gen- 
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eral field by the widespread use by 
the Commissioner of Taxes ox the 
Minister’s discretion. (The Minister 
under the old Income War Tax Act 
had no less than 101 various discre- 
tions which he could exercise, and 
this power was delegated to his 
deputy, the Commissioner. ) 

The courts, too, began to look 
more carefully at the substance of the 
transactions rather than their form, 
and a device which in form got 
around the words of the statute was 
found to be ineffective if, in sub- 
stance, it contravened the principles 
enunciated by the Act. This, how- 
ever, was not enough, and in 1938 
Parliament took the first bold step to 
create a moral liability, as a matter 
of statute and not a matter of social 
acceptance, by enacting section 32A. 


For the first time, it was stated 
that if any transaction, procedure or 
arrangement had or would have the 
effect of reducing liability to tax, any 
resident of Canada who entered into 
it with a non-resident of Canada 
would continue to be liable as if the 
transaction had not been entered in- 
to. The Act carried a proviso that 
this section would not come into ef- 
fect unless the Treasury Board made 
a ruling that the transaction was en- 
tered into for the purpose of avoid- 
ing liability to tax under the Act. The 
section, however, did then and has 
ever since acted as a great deterrent 
to taxpayers contemplating schemes 
or devices for avoidance. 


The Act with its severity did not last 
too long, and successively the section 
was amended so as to apply it only to 
transactions which “artificially” reduc- 
ed taxation whether between Cana- 
dian residents or Canadian residents 
and non-residents of Canada, and still 
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later by providing that “the main pur- 
pose” of the transaction had to be the 
avoidance or reduction, so that the 
section applied only to circumstances 
where the device served no business 
purpose at all and was wholly in or- 
der to avoid or minimize tax liability. 


In 1948 the old Income War Tax 
Act was repealed and a new Income 
Tax Act was enacted. This Act not 
only retained in section 138 the con- 
cept of section 32A of the old Income 
War Tax Act, but made it so broad 
that almost any transaction, whether 
it fell four-square within the terms of 
the Act or not, might be counteracted 
by a ruling of the Treasury Board. 
No longer could the taxpayer estab- 
lish that if the transaction served a 
business purpose it could escape the 
ambit of the section, because under 
section 188 it became suspect if “one 
of the main purposes” was improper 
avoidance or evasion of tax, and it 
ended up in section 138(6) which 
held that the avoidance or reduction 
might be regarded as improper even 
though it was not illegal, ie. even 
though the terms of the Act were 
strictly complied with and there was 
a good business reason for the trans- 
action. 


Examples of Avoidance 

The amendments to, or so-called 
clarification of, the old Act sought to 
counteract methods of tax avoidance 
of three categories, namely: 


1. Attempts to claim that receipts are 
capital receipts rather than in- 
come, 


2. Efforts to reduce gross income by 
charging the maximum costs and 
expenses possible. 

3. Splitting of income. 
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CapiTaL v. INCOME 


On the first point, there are numer- 
ous provisions in the Act tending to 
offset schemes enabling a taxpayer to 
claim certain types of receipts as cap- 
ital rather than income. 


For example, up until the enact- 
ment of the Income Tax Act, a pay- 
ment on account of loss of office, or 
what is called in section 6 and else- 
where in the Act a “retiring allow- 
ance”, had been consistently held bv 
the courts to be a capital payment as 
the income was not in respect of ser- 
vices rendered but in respect of the 
termination of such services. Section 
6 now specifically includes retiring al- 
lowances within the definition of in- 
come from an office or employment, 
and section 82(5) puts such income 
in the category of earned income. 

Recognizing as they did the extra- 
ordinary nature of this change in the 
concept of income, the taxing auth- 
orities were gracious enough to pro- 
vide in section 36 an option to the 
taxpayer of either adding this allow- 
ance to his other income or of treat- 
ing it as separate income, and pay- 
ing whichever rate of tax was the 
less burdensome. 


So, too, with death benefits. Lump 
sums paid to widows and dependants 
of deceased employees and proceeds 
of insurance purchased for their bene- 
fit by corporations had always been 
considered as capital and not subject 
to tax in the hands of the recipients. 
By the same section 6, “death bene- 
fits” are also included in the definition 
of income from an office or employ- 
ment. By the same token, because of 
the extraordinary nature of the 
change in principle, the recipient was 
entitled to take advantage of the re- 
medial provisions of section 86. 


Another device that the taxpayer 
had been in the habit of using in or- 
der to avoid tax on his receipts was 
that of borrowing money from a com- 
pany instead of drawing down salary 
or receiving dividends, and then de- 
faulting in the payment or having the 
company allow the loan to become 
prescribed or subject to the statute of 
limitations (depending upon whether 
you use the civil law or common law 
term). Section 8(2) effectively block- 
ed this loophole without prohibiting 
loans to shareholders. 


These examples may give some in- 
dication of how the taxing authorities 
have been able, one by one, to close 
the gate to any taxpayer's claim that 
by a transaction or device he could 
effectively put certain of his receipts 
into the capital basket which he 
otherwise would have to include in 
his income basket. 


DEDUCTIBLE EXPENSES 

With regard to the attempt by the 
taxpayer to reduce his net income by 
loading his gross income with the 
maximum deductions, the subtle dif- 
ferences between sections 11 and 12 
of the Act must be appreciated. 


The original draft of the 1948 In- 
come Tax Act proposed to treat in- 
come from a business as being the net 
profit, that is, the gross income after 
deduction of expenses, and further 
provided that this net profit was to be 
determined in accordance with gen- 
erally accepted accounting practices. 


The taxing authorities backed away 
from this proposal very quickly and 
for two very good reasons: the pro- 
fession of chartered accountancy was 
rather appalled at the responsibility 
placed on it and not too keen to ac- 
cept the responsibility; and this might 
really open the floodgates to avoid- 





Oo ff es ee 


a 


——_ _ap_ ooh fm 262s A fy OFF 





TAX AVOIDANCE VERSUS EVASION 


ance because accounting practices 
might very easily change with chang- 
ing economic times. 

The new Income Tax Act, there- 
fore, left the words “income from a 
business” undefined but perpetuated 
the basic structure of construing that 
gross income from a business was tax- 
able, less only deductions allowed un- 
der the terms of the Act, and pro- 
ceeded to re-enact the provisions 
which defined deductions which 
would be allowed, such as deprecia- 
tion, depletion, interest, reserves for 
doubtful debts, employers’ contribu- 
tions to approved pension plans and 
the other 19 items of section 11(1) 
(a) to (t). 


Of much more significance, how- 
ever, is section 12 which is in the 
negative and, in effect, says that no 
deduction may be allowed excepting 
within the limits prescribed by that 
section. In essence, section 12(1) (a) 
says that no expense is allowed ex- 
cept to the extent that the taxpayer 
can clearly establish that it was made 
or incurred for the purpose of gaining 
or producing income. To make mat- 
ters even clearer, the section speci- 
fically disallows the deduction of any 
outlay or loss of capital notwithstand- 
ing that the taxpayer in the course of 
his business will have incurred the 
expense involved. So, too, reserves 
or provisions were prohibited except- 
ing as expressly permitted. 


Personal or living expenses, having 
been expressly included in income 
under the provisions of section 5(1), 
are conversely excluded as expenses 
in section 12(1)(h). To make mat- 
ters triply sure, the whole of section 
12 is qualified by a statement that the 
outlays or expenses, even to the limit- 
ed extent that they are deductible un- 
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der section 12, could still be disallow- 
ed unless they were reasonable. 

Apart from the broad scope of sec- 
tion 12, the taxing authorities have 
found it necessary to tackle special 
cases. 

One of the common ways prior to 
1949 of artificially reducing profits 
from a business was to buy a business 
that had suffered a loss, particularly 
after provision was made in the Act 
for carry-forward of losses of prior 
years. Section 27 tried to narrow this 
field by providing that a business loss 
could only be claimed against income 
where the loss sustained in the busi- 
ness in which the subsequent profit 
was made. 

However, these limitations have al- 
ways been a source of trouble to the 
taxing authorities because of the dif- 
ficulty of defining the scope of the 
phrase “same business”. 


The hardships arising from a strict 
application of this section became so 
evident that in 1958 the limitations 
were repealed in part, and since 1958 
losses from one business may be de- 
ducted from profits in another, pro- 
vided that there has been no change 
of ownership in the intervening 
period. . 

Perhaps one of the greatest areas 
for claiming that receipts are capital 
in their nature is on the sale of a 
business or property. For example, if 
a man sells land and buildings, ma- 
chinery and assets, inventory and ac- 
counts receivable en bloc or for a 
lump sum, the Minister has been giv- 
en the right to attribute to depreci- 
able assets the fair value of such as- 
sets in order that the fiscus will not 
be deprived of its right to recapture 
depreciation taken prior to the time 
of the sale. 
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Inventory included in a_ liquida- 
tion sale had traditionally been deem- 
ed to be a capital receipt because on 
liquidation the taxpayer was no 
longer carrying on a trade or busi- 
ness and his inventory no longer be- 
came a prime factor in the conduct 
of his business. The taxing authori- 
ties in section 85E took the same 
measures to close this loophole as 
they did the payments in respect of 
loss of office, and provided that the 
profit on sale of inventory constituted 
taxable income, even though it was 
received in respect of the liquidating 
sale. 


The same trick was tried also in 
respect of the sale of accounts receiv- 
able and this loophole was also closed 
by the provisions of section 85F. 


SPLITTING OF INCOME 

This then leaves the third area of 
dispute, that is, the attempt on the 
part of the taxpayer to split his in- 
come and that of the taxing authori- 
ties to aggregate incomes. 


In its original form, the Income 
War Tax Act opened a very wide 
gate to the minimization of tax by the 
use of corporate entities. The income 
of a corporation was taxed in the 
hands of the corporation but not in 
the hands of the shareholder until 
distributed to him in the form of in- 
come, i.e. dividends paid in the or- 
dinary course of the company’s ac- 
tivities. The amount which a share- 
holder received upon the liquidation 
of a company was the realization of 
a capital gain. This loophole was 
very quickly closed by the introduc- 
tion of the term “deemed dividend”, 
and section 81 carried over this prin- 
ciple from the old Income War Tax 
Act. 


Under the original provisions of the 
Act, a premium on redemption of 
preferred shares was deemed to be 
income and the shareholder taxed on 
such premium , the company, in turn, 
being allowed to deduct the amount 
of such premium so paid from its un- 
distributed income on hand. 


Any preferred shareholder who was 
in an income tax bracket that result- 
ed in a premium being taxed in his 
hands very quickly settled the prob- 
lem by selling his share before re- 
demption to a stockbroker or invest- 
ment dealer. The latter was able to 
offset the premium (deemed to be in- 
come) with a loss of an equivalent 
amount on his investment. It took 
the authorities a long time to see this 
obvious loophole, but they did so 
eventually and closed it by making 
the company taxable on any premium 
that it paid to a shareholder and left 
him tax-free (section 105A). 


When the income tax authorities 
introduced the principle of a sliding 
scale of taxes on corporations, i.e. per- 
mitted the first $20,000 of income to 
be taxed at a lower rate than the bal- 
ance, the gate was opened wide to 
taking advantage of this reduced rate 
by splitting the business of a com- 
pany between two or more other com- 
panies or by expanding business out- 
side of the framework of the company 
by incorporating a subsidiary to 
which the new business was given. 
This loophole was quickly closed by 
the provisions of section 39 and its 
predecessor in the Income War Tax 
Act. 


In the immediate post-war ‘years, a 
great device for avoiding tax or, per- 
haps more correctly, deferring tax on 
the accumulated income of a com- 
pany was to sell the shares of that 
company to another company at a 
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price related to the surplus. Since 
under the provisions of section 28 (o1 
the predecessor section in the Income 
War Tax Act), dividends from one 
Canadian company to another were 
tax-free, the purchasing company 
could immediately recoup its pur- 
chase price in whole or in part by 
causing its newly-acquired subsidiary 
to pay it a tax-free dividend. 

The taxing authorities, by the en- 
actment of section 28, declared that, 
where control of a company changed 
hands, the undistributed income 
which it then had on hand became 
frozen or, to use the words of the 
Act, “designated”, in such manner 
that thereafter if such designated sur- 
plus were capitalized or distributed 
by the controller corporation, the cor- 
poration which had acquired control 
could no longer avail itself of the 
privilege of drawing down dividends 
tax-free and, to the extent that such 
dividends came out of the designated 
surplus, they were taxable at ordinary 
corporate rates. This put a very 
abrupt stop to further widespread 
purchases and sales of controlling in- 
terests in corporations with large un- 
distributed income on hand. 


It is impossible to determine in 
general whether given steps seeking 
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to avoid tax may successfully be 
taken. Every transaction, however, 
should be carefully considered from a 
tax point of view, to see that the 
minimum tax is attracted and that 
every opportunity afforded by the Act 
to minimize taxes will be successful. 
This is a difficult task because, as 
above mentioned, even though a tax- 
payer may come within the specific 
remedial sections of the Act, he may 
still run afoul of section 138. 


As the Department grows in num- 
bers and strength, so too each tax- 
payer is required to take on expert 
advice, and the time has now already 
been reached where a businessman 
can no longer conduct his affairs 
without reference at each step and 
with regard to each transaction to 
the tax implications involved. 


The bright side of the picture is, 
of course, that the more active the 
Department becomes, the more jobs 
there are for bookkeepers, account- 
ants and lawyers, for treasurers and 
assistant treasurers, for comptrollers 
and assistant comptrollers, and heads 
of tax departments. The unemploy- 
ment roll may be very high in this 
day and age, but tax experts, so- 
called, are not among those on it. 





Fuller Disclosure in 


Financial Statements 


FROM THE INVESTOR'S point of view 
one of the objectives of financial 
statements should be to make all fi- 
nancial information as easily under- 
standable as possible, even if this re- 
quires a degree of “spoon feeding”. 
Most investors wish to have every- 
thing worked out in advance, rather 
than having to make extensive calcu- 
lations based on facts supplied in a 
few financial statements and other 
sources. In other words, the investor 
not only wishes full disclosure, but in 
a form which makes possible an eval- 
uation of the condition and progress 
of the company involved, preferably 
without any further calculations. 


Nearly all knowledgeable investors 
wish simplicity if possible; simplicity 
of corporate structure, presentation, 
earnings source and operation. The 
investor does not have the inclination 
or the time for complicated schemes 
and methods. It is fully appreciated 
that in the modern business world, 
with its many complexities, this is dif- 
ficult. However, it is well to turn to 
fundamentals periodically, and sim- 
plicity is one of the most desirable of 
fundamentals. 


So that the overall picture may be 
appreciated first, the following is a 
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list of statements which might be in- 
cluded in an “ideal” presentation: 


1. Consolidated balance sheet for 
the year in question, together 
with a column for comparable 
figures for the previous year. 

2. General explanation and com- 
mentary by the company on each 
of the items in the balance sheet 
(although this is unusual, it is 
believed that in the few instances 
where it has been used it has 
proven very helpful to investors ). 

3. Statement of profit and loss (or 
statement of earnings), on a con- 
solidated basis for the latest year 
and for comparison purposes for 
the previous year. 

4. Commentary by the company on 
any unusual and non-recurring 
items. 

5. Statement of consolidated sur- 
plus. 

6. Commentary by the company on 
any unusual or non-recurring 
items. 

7. Statement of source and use of 
funds. 

8. Commentary by the company on 
any unusual or non-recurring 
items. 
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9. Calculation of net tangible assets, 
and if any funded debt is out- 
standing, the coverage provided 
thereby, and a calculation of net 
worth with such being related to 
any preferred shares and to the 
common shares, all with compar- 
able figures for the previous year. 


10. Statement of change in working 
capital showing major items 
therein. 


11. In addition, a condensed state- 
ment of earnings and other sta- 
tistics for the latest ten years 
should be included. 


These statements and comments 
might not appear in the above se- 
quence, but this order would be suit- 
able for many enterprises. 


Comments on the above items and 
perhaps a few examples might be 
helpful. 


FULLER DISCLOSURE IN FINANCIAL STATEMENTS 





Balance Sheet 


The balance sheet should, of 
course, contain all the usual items. 
However, the knowledgeable investor 
is generally interested in a number of 
factors (which may not be so com- 
monly included) and in the form in 
which certain items are presented. 

In many instances marketable in- 
vestments are carried at cost, but the 
investor also usually wishes the mar- 
ket value to be shown. 

Accounts receivable frequently 
have deducted therefrom a reserve 
for doubtful accounts. It is desirable 
to show the dollar figure of the re- 
serve, 

The item of inventory should be 
broken down into major categories 
such as (in the case of a manufactur- 
ing company) raw materials, ma- 
terials in process of manufacture and 
finished goods. An example follows: 


Inventories at cost as determined from book and _ physical 
inventories and certified by officers of the companies: 


Pulp and paper 


Mill stores and raw materials ..... 


Pulpwood 
Woodlands stores and 
pulpwood operations 


advances 


Fixed assets should also be broken 
down into major categories and with 
relevant depreciation shown. Where 
such items are not carried at cost but 
at a value resulting from an appraisal, 
it has become, commendably, the 
practice to specify the date of ap- 
praisal, give the name of the apprais- 
ing company, and to set out in rea- 
sonable detail the basis of appraisal. 
Generally speaking, investors, es- 
pecially knowledgeable investors, 





1958 1957 
eae $ 1,541,255 $ 1,648,794 
bartenders a Real fy 4,339,611 5,301,020 
bit ee eae kN 13,142,053 13,139,913 
on account of 
io Bee theta ete 8,244,559 10,908,477 


view with varying degrees of suspi- 
cion the use of appraisal figures un- 
less fully justified by some explana- 
tion. In such instances, appraisal fig- 
ures usually become perfectly accept- 
able. However, in the case of a rela- 
tively large write-up due to appraisal 
figures being taken on the books of 
the particular company, there should 
be included in a commentary, or in 
the auditor’s notes, a statement relat- 
ing to depreciation which may be 
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claimed against such assets. If such 
assets are very old, it may well be 
that little, if any, depreciation remains 
to be claimed for future years. To 


Fixed Assets— 
NOI isc ce cteh ee Eos wets Mer 
RUNNIN force ory cE tne diene ovis igh oa 
Office furniture and equipment ...... 
Manufacturing machinery and 

ern ae eater 
Automotive equipment 


Where possible, goodwill, patents 
and similar items should be eliminat- 
ed or carried at one dollar. 


Where a foreign subsidiary is not 
consolidated, perhaps due to prob- 
lems of currency exchange, a balance 
sheet for the subsidiary should be in- 
cluded for additional information 
with currency converted into dollars. 
Further, in an additional statement, 
perhaps called a combined balance 
sheet, the assets of the parent com- 
pany should have joined to it the as- 
sets of the foreign subsidiary. 


In the case of a company carrying 
on a particular type of operation and 
with a subsidiary engaged in a total- 
ly different operation, there should be 
shown, in addition to a consolidated 
baiance sheet, a balance sheet for the 
company itself along with a balance 
sheet for any subsidiary which is not 
in a directly related business to that 
of its parent. Any subsidiary which is 
engaged in a business directly related 
or similar to that of its parent should 
be consolidated with the balance 
sheet of its parent. 


an investor this can be an important 
point. An example of one method of 
showing fixed assets follows: 


1958 1957 
Undepreciated 
Cost Depreciation Cost 
900,000 — 900,000 900,000 
3,250,750 1,040,640 2,210,110 2,378,179 
98,384 44,131 54,253 61,297 





1,791,371 
170,052 


780,160 1,011,211 873,118 
100,031 70,021 69,354 





6,210,557 1,964,962 4,245,595 4,281,948 


Explanation and Commentary 

An explanation of items contained 
in the balance sheet, and a commen- 
tary thereon by the company, is a 
most helpful inclusion. Unfortunate- 
ly this is very seldom found in annual 
reports, but is nearly always insisted 
on by knowledgeable investors in any 
major public financing. The explana- 
tions should be short and need not be 
elaborate or overly detailed. The 
commentary on each item should also 
be short. 

A few examples of some _ items 
might be helpful: 


(1) Cas 
Commentary: “Such an amount of 
cash is considered necessary by the 
management for the proper operation 
of the company (or—cash is being ac- 
cumulated for the expansion program 
mentioned by the president earlier in 
this annual report).” 
(2) MARKETABLE SECURITIES 
Explanation: (The individual items 
should be listed in relatively full de- 
tail.) 
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Commentary: “As the expansion 
program proposed to be undertaken 
by the company will not commence 
until next year, it has been considered 
desirable by management to invest 
these funds in the above securities in 
order to obtain some earnings on such 
funds. It will be noted that all of 
such securities mature prior to the 
commencing of construction under 
the proposed expansion program.” 


(3) Bumprcs 

Explanation: This item consists of 
the following main buildings: (if not 
extensive provide a list of the build- 
ings involved with a description of 
the location thereof, giving street ad- 
dress and not legal description ). 


Commentary: “Nearly all of such 
buildings are of brick construction 
and are relatively suitable to the op- 
eration of the company’s business. All 
buildings have been maintained in 
excellent condition and are sprinkler- 


equipped.” 


(4) Accounts RECEIVABLE 


Explanation: “Such accounts are in 
the normal course of business of the 
company and consist of accounts re- 
ceivable from approximately 31 
sources, the largest of which amounts 
to less than 5% of the total involved.” 


Statement of Consolidated Profit 
and Loss 

Perhaps the greatest difficulty en- 
countered by investors in attempting 
to relate the requirements of securi- 
ties held by such an investor to the 
statement of consolidated profit and 
loss of the company in question is the 
arrangement of the items set out in 
such statement. In a presentation of 
a statement showing the earnings of a 
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company for the purpose of selling 
securities, it is nearly always essen- 
tial to show, as a particular line, the 
earnings applicable to service the se- 
curity being offered. 

For example, if bonds or deben- 
tures are being offered, the statement 
of profit and loss would contain a par- 
ticular line which would show earn- 
ings after all operating charges 
(usually including bank interest) and 
after deducting provision for depre- 
ciation. Thereafter would appear the 
item of interest paid on funded debt 
outstanding enabling the investor to 
calculate the coverage provided by 
the balance set out immediately 
above such interest item. Subse- 
quently, of course, such items as in- 
come taxes and net profits would ap- 
pear. 

In the case of earnings applicable 
to share capital there should be 
shown, if necessary in a supplement- 
ary statement, coverage applicable to 
preferred share dividends require- 
ments, net profit after having deduct- 
ed preferred share dividends paid and 
the amount of resulting balance per 
common share. 


Commentary on Statement of 
Consolidated Income 


In nearly all cases this can afford 
to be relatively brief. What is want- 
ed is a comment upon any unusual 
or non-recurring item. If there had 
been substantial sales of fixed assets, 
such deserve comment and an ex- 
planation of what is proposed to be 
done with the proceeds of such sales. 

Any substantial non-recurring item, 
such as a large dividend from an in- 
vestment which may be a payment 
out of an accumulation of many years 
profits, bears comment. 





154 THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1960 


Statement of Consolidated Surplus 
(or Earnings Retained in the Business) 

This should briefly set out all sur- 
plus adjustment items. 


Commentary upon Statement of 
Consolidated Surplus 

Here again unusual items should be 
explained and commented upon. 


Statement of Source and Use of 
Funds 


This is an extremely important 


SOURCE OF FUNDS 


Net profit for the year es 


statement, and it is difficult to under- 
stand why it is not included in all 
annual reports. It is an essential 
statement for the proper understand- 
ing of the operation of any business 
over a period of time. It need not 
be elaborate, but should set out the 
main sources of funds (on a _ net 
basis) and the way such funds were 
used, in principal classifications. 


An example follows: 


$1,127,162 


Provision for depreciation and amortization of bond discount as not 


requiring cash outlay 


Total from operations 


Disposal of fixed assets, less profit thereon eae 


Issue of capital stock 


Long-term borrowings (net) PRs 


USE OF FUNDS 


Expenditures for fixed assets . anid 


Dividends 


Increase in investment (net) ba e8 


Other items (net) 


Increase in working capital 


Commentary on Source and Use of 
Funds Statement 

This commentary can nearly always 
be brief, but from the investor's point 
of view an explanation of and com- 
ment on any change in the capital 
structure of the company is very de- 
sirable. For example, if the company 


sold securities in the open market, an 
explanation of the purpose of issue 
of such securities should be given. If 
securities are redeemed, an explana- 
tion of the reason why management 


$1,801,758 
326,419 
284,405 
42,431 


$ 980,939 





has considered it desirable to do so 
should be provided. 


Statement of Change in Working 
Capital 

This should show major items only, 
but should be sufficiently comprehen- 
sive to show the liquidity of working 
capital and the shift in major items 
from the previous year to the latest 
year. 


An example follows: 
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CHANGES IN WORKING CAPITAL 


Current Assets 
Cash 
Accounts receivable less provision for 
doubtful accounts 
Inventories — valued at the lower of 
cost or market 
Prepaid expenses .. 


Total 
Current Liabilities 


Wank 10QWS acs cu oi 
Cheques issued but not cashed 


Accounts payable and accrued liabilities . 


Estimated income taxes el 
Current instalments of funded debt 


Total 


Working Capital 


Calculation of Net Tangible Assets 
and of Net Worth 

In a sense, this is “spoon feeding” 
for the knowledgeable investor, but 
the company should include such a 
statement or calculation along with 
the coverage provided by net tangible 
assets for funded debt and by net 
worth for preferred shares and com- 
mon shares. 

In the possible event that an ap- 
praisal of fixed assets of the company 
involved is carried as a footnote to 
the balance sheet of the company, the 
value of assets as indicated by such 
appraisal should be used for the cal- 
culation of net tangible assets and net 
worth with an explanation of why it 
more truly reflects the real worth of 
the company. Furthermore, if un- 
consolidated subsidiaries are involved, 
the net worth of such subsidiaries 
should be used rather than the value 
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Increase 
1958 ( Decrease ) 1957 

$ 402,346 $ 76,752 $ 325,594 
3,358,398 (1,095,850) 4,454,248 
7,294,220 (1,211,079) 8,505,299 
248,607 ( 97,958) 346,565 
$11,303,571 $(2,328,1385) $13,631,706 
$ 408,036 $(3,277,936) $ 3,685,972 
551,920 ( 95,781) 647,701 
2,826,829 (395,338) 3,222,167 
679,265 426,279 252,986 
109,702 33,702 76,000 

$ 4,575,752 $(3,309,074) $ 7,884,826 
$ 6,727,819 $ 980,939 $ 5,746,880 


at which the investment is carried in 
the books of the company. 


Additional Comments 

In addition to the above, a 10- 
year record of important statistics 
should be provided. Such items as 
earnings applicable to funded debt 
interest requirements, earnings ap- 
plicable to common share dividends 
(in other words, net profits after hav- 
ing deducted therefrom preferred 
share dividends paid in each year) 
net tangible assets, net worth, work- 
ing capital, long-term debt, number 
of shareholders, and other usual items 
frequently found, should be included. 
Certainly in public financing knowl- 
edgeable investors insist on a 10-year 
record study. Furthermore bodies 
regulating new issues of securities re- 
quire 10-year statements relating to 
such items as earnings. 
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In the United States, in many cases, 
it is mandatory for quarterly or peri- 
odic reports to be issued by compan- 
ies. In Canada a number of public- 
relations-conscious companies have 
for some time been issuing a quarter- 
ly or periodic statement of some kind. 
Such a statement need not necessarily 
include figures, but may be little more 
than a statement from the manage- 
ment that operations for the particu- 
lar quarter under review have been 
satisfactorily better (or slightly less 
satisfactory) than for the comparable 
quarter of the previous year. In 
other words, it would seem highly 
desirable that management periodic- 
ally advise shareholders and other 
security holders of progress in opera- 
tions from time to time throughout 
the year. 


An item which is causing consid- 
erable confusion in the minds of cer- 
tain investors is the problem of what 
depreciation is being used for pub- 
lished financial statement purposes, 
and what depreciation is being taken 
for income tax purposes. Many com- 
panies use, for public statement pur- 
poses, what is generally known as 
straight-line depreciation and, quite 
properly, take for income tax pur- 
poses maximum reducing-balance de- 
preciation. It is believed that this is 


perfectly acceptable, but it is import- 
ant to show, by comment or note, 
what depreciation remains to be taken 
on the assets owned as at the date of 
the end of the latest fiscal year. 

An additional item which is becom- 
ing increasingly important is the 
question of fixed lease payments on 
properties occupied under long-term 
leases. This should be set out as a 
separate item in the statement of 
profit and loss with a commentary 
thereon, and should also appear in 
any commentary on fixed assets, es- 
pecially if major plants of the com- 
pany are occupied under such long- 
term leases. 

Certainly the investor has been re- 
ceiving more and more helpful in- 
formation over the years. It is be- 
lieved that most of the improvement 
has come voluntarily from the desire 
of management and chartered ac- 
countants to provide better disclosure 
on the operation and condition of the 
company involved. Even so, it is be- 
lieved that there is much yet that can 
be supplied to really provide full dis- 
closure. Surely any such attempt 
will result in goodwill gained and an 
appreciation by both investors and 
the public of the intricacies and dif- 
ficulties of corporate management and 
accounting. 








How to Protect Vital Records 


PROTECTING VALUABLE documents is 
certainly not a new idea. The kings 
of old had strong chests which con- 
tained their treasures and archives. 
These chests have come down to us 
today as office safes and filing cab- 
inets. The treasure of modern busi- 
ness, unfortunately, bulks too large to 
be hidden in a strong box. Our manu- 
facturing technology, patents, _ li- 
cences, leases, contracts and other 
recorded information necessary for 
the daily transaction of our business 
are our modern-day treasures. 


Vital or Not Vital 


The first problem that faces any- 
one attempting to organize a modern 
program of vital records protection 
is sheer volume. Companies house 
between five and ten cubic feet of 
records for each individual on the 
payroll. However, quantity alone 
should not cause intimidation. Sur- 
veys have proved that less than 5% of 
a company’s records actually contain 
vital information. What is a vital re- 
cord? A vital record contains the core 
of information necessary to establish 
the assets and liabilities of a company 
and its stockholders, the relationship 
of the company to its customers and 
employees, and the _ information 
necessary for continued operation. 


ALAN G. NEGUS 


While this definition, at first glance, 
may appear to cover all records, it is 
surprising how few meet its test. 
Attempting to establish degrees of im- 
portance, such as convenient, neces- 
sary, semi-vital and vital, merely in- 
creases the cost of a program. Vital 
records protection is analogous to 
insurance coverage. We all have to 
set some reasonable limits based on 
our individual standards of living as 
to how much protection we need and 
can afford. We all take certain cal- 
culated risks. Management must con- 
sider records as vital or not vital. This 
will also eliminate much prolonged 
discussion about degrees of essen- 
tiality. 

The basic approach to installing a 
vital records protection program 
has undergone considerable change. 
Initial attempts were based on an 
analysis of all the forms in an organ- 
ization. This had the obvious disad- 
vantage of not representing all of the 
vital records of a company, since all 
records are not forms. Next, surveys 
and the questionnaire approach were 
tried. It was quickly learned that 
asking department heads which of 
their records are vital brought forth 
a listing of all of their records. It 
became a Herculean task to convince 
them otherwise. 
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Current Approach 


The current approach has proved 
most successful. It does not require 
a detailed forms analysis or a records 
inventory. The vital records which 
require protection are determined by 
a functional analysis of a company’s 
operations and organization. First the 
company’s activities are broken down 
into five or six basic operations. Typ- 
ical operations for a manufacturing 
concern might be: treasury, sales, en- 
gineering, manufacturing and admin- 
istration. Each operation is then sub- 
divided into its principal functions. 
For treasury these might be: receiv- 
ing, paying, bookkeeping and costing. 
For the manufacturing operation they 
might be: purchasing, producing, 
testing, inspecting and _ shipping. 
These functions are then analyzed to 
determine their vitalness in the event 
of a disaster. For example, the re- 
construction of the function of ship- 
ping should be a routine job for any 
good traffic manager without the use 
of records. Purchasing may fall in 
the same category unless a company 
has long-term contracts or is a govern- 
ment contractor. 


Next the information necessary to 
carry out each vital operation through 
procedure analysis is identified. Last 
but not least, the specific records con- 
taining the vital information are 
selected for protection. The emphasis 
is placed on protecting information 
rather than pieces of paper. For ex- 
ample, let us consider the treasury 
function of collecting on accounts 
receivable. Data pertaining to ship- 
ments would not be needed as the 
carriers can supply this information. 
What would be vital is a list of who 
owes what to the company — the 
latest monthly accounts receivable 
trial balance. To reconstruct the 
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debits accrued by a customer since 
compilation of the last trial balance, 
accounts receivable invoices can be 
used. There are two sources of 
credits to an account. One is the 
credit slips or memos or whatever re- 
cord is used internally to report re- 
ceipt of payment. The other source 
of proof of payment is the customer's 
cancelled cheque. The latter record 
has the disadvantage of a week or 
more of lapsed time between the date 
a customer pays and the deposit of 
his cheque in the bank, and it places 
dependence for reconstruction on an 
outsider’s records. If use is made of 
the credit memo, only three records 
are needed to re-establish the com- 
pany’s accounts receivable: the last 
monthly a/r trial balance; the a/r in- 
voices which accrue additional receiv- 
ables between trial balances; and the 
credit memos showing what a cus- 
tomer has paid against his bill in the 
month between trial balances. Table 
1 shows briefly some typical com- 
pany operations, functions and vital 
records. 


Unfinished Business 


It is important to note that these 
key records are all less than one 
month old. It may be pertinent, at 
this point, to remind executives to in- 
clude in this review the paperwork in 
their desks. Such records are usual- 
ly “unfinished business” and have 
greater importance and immediacy 
than transactions completed some 
months or years ago. Many firms in 
London that lost their old storage 
records in the blitz of World War II 
were “glad to get rid of them”. It is 
the most current information that is 
vital to continued operation. Build- 
ing up a mountain of old papers or 












HOW TO PROTECT VITAL RECORDS 


Table 1 
COMPANY OPERATIONS, FUNCTIONS, AND TYPICAL VITAL RECORDS 







Engineering Operation 






Treasury Operation 





A. Receiving function Drawings 
1. Invoices Specifications 
2. Credit memos Notebooks 





Patents, trademarks, etc. 
Laboratory reports 
Manuals 





3. Trial balances 
4. Shipping orders 
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B. Paying function 





. ae = Manufacturing Operation 
3. Payroll register A. Purchasing function 
4. Payroll summary 1. List of vendors 
5. Employees’ earnings records 2. Vendors’ prices 
6. Tax returns B. Producing function 
C. Bookkeeping function 1. Operation sheets 
1. General ledger 2. Tool designs 
2. General ledger trial balance 3. Tool specifications 
3. Deeds 4, Plant layout drawings 
4. Leases 5. Manuals 
5. Insurance policy index (or policies) C. Testing function 
6. Monthly financial statement 1. Test procedure sheets 
7. Procedure manuals 2. Test drawings and specifications 
8. Deposit slips 3. Manuals 









Administrative Operation 






Sales Operation 





A. Contracting function Organization manual 
1. Contracts Monthly activity reports 
2. Price lists Minutes 





Vital records manual 
Employee insurance records 
Union contracts 

Seniority lists 


Job description manuals 





8. Licence and royalty agreements 
B. Service function 
1. Service manuals 
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microfilm at a remote storage loca- store duplicating masters of key 


tion can only make the task of recon- forms. 

struction more difficult in the hectic Let us assume that all the in- 
aftermath of a fire or disaster. A sur- formation and records required for 
vey team in the Connecticut River reconstruction in the event of a disas- 
area after the flood of 1955 found ter have now been identified. The 
companies greatly handicapped by next problem is to examine all pos- 
the loss of blank forms. They did not sible methods of protection. In an- 
have dry supplies of purchase orders, cient times, underground cover and 
vouchers, etc. to operate with. We castle vaults were used to safeguard 
do not recommend storing great sup- treasures. Our ancestors practised, 
plies of blank forms at a remote point too, the evacuation and dispersal of 
either, but it might be worthwhile to treasures, both public and _ private. 
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When a monarch went into hiding, 
the crown jewels went with him. 
When vandals attacked, the precious 
illuminated manuscripts were moved 
by the monks from monastery to mon- 
astery for safekeeping. 


Necessarily, however, businessmen 
must solve a problem never confront- 
ed by the monarchs, merchants or 
monks. They must have on hand 
those records which they consider 
vital and seek to protect against de- 
struction. Even while they plan for 
future catastrophes, whether natural 
or man-made, they must utilize the 
self-same vital records to operate day 
in, day out. This cannot help but in- 
fluence the choice of methods of pro- 
tection. 


Four Methods of Records Protection 


There are four sound methods for 
protecting vital records. All but the 
first of these call for setting up a 
special storage location or vital rec- 
ords centre. 


1. Built-in dispersal: Consists simp- 
ly of making sure that duplicate cop- 
ies are kept in two or more separate 
locations, such as a branch office. 
There is no need for management to 
keep further copies so long as it 
knows that the record is kept at a 
sufficiently distant location, that it is 
retained for the necessary length of 
time and that adequate safeguards 
are assured. 


2. Designed copy dispersal: Modi- 
fied existing paperwork to permit the 
evacuation of a vital record copy to 


the vital records centre. This is ac- 
complished by reviewing the distri- 
bution of all copies of a record and 
designating that one copy serve as 
the vital records copy. 
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8. Evacuation or vaulting of the 
original: Eliminates costly reproduc- 
tion and maintenance of duplicate 
copies, but requires an expenditure 
for safes, insulated file cabinets or a 
vault. Some monitoring is also re- 
quired to insure that employees use 
these protective facilities. 


4, Duplication of the original rec- 
ords: Calls for making an extra copy 
of a record in addition to the number 
needed for regular business. This 
can be either a carbon, photostat 
or microfilm copy. 


Obviously, no one method can suf- 
fice for all company operations. Slight 
variations and combinations of these 
four methods, however, will insure 
the safety and accessibility of all vital 
records at minimum cost. This func- 
tional approach, coupled with proced- 
ural analysis, is preferable to the 
usual “canned” solution that promises 
effective protection but seldom deliv- 
ers the security promised. In general, 
then, the method selected will depend 
upon the amount of protection re- 
quired, availability of original or cop- 
ies, and cost of duplicating the orig- 
inal. 


Any system of vital records protec- 
tion requires a working manual. To 
be most helpful to the office execu- 
tive, the report on each vital record 
should include: 

1. Name of the operation: (as treas- 
ury, sales, ) 

2. Name of the function: (as book- 
keeping, receiving, ) 

. Name of the records: (as ledger, 
consignment card, ) 

. Location (department) 

. Reason: (what makes it “vital”). 
For the general ledger it might 
read: “To construct the assets and 
liabilities of the organization”. 
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. Method: (duplication of original 
record, or evacuation, or designed 
dispersal, etc. ) 

7. Filing date: (in vital records cen- 
tre) 

8. Retention: (how long it is to be 

kept for protection. ) 


Vital Records Centre 

The vital records centre itself may 
be in any location where the company 
can provide a suitable structure, and 
proper facilities to protect its records 
against man-made or natural disas- 
ters. What may be adequate protec- 
tion against fire, flood and hurricanes 
would prove woefully inadequate in 
the event of nuclear war. Yet here, 
too, exhaustive investigations and re- 
search, as well as on-the-spot studies 
conducted at the Nevada proving 
grounds by Naremco (National Rec- 
ords Management Council), can help 
the office executive to capitalize upon 
the lessons learned. 

Under sponsorship of the Federal 
Civil Defense Administration, Narem- 
co’s test project set out to obtain data 
about the effects of a nuclear explo- 
sion on: 

1. Various types of record materials, 
ranging from standard office cor- 
respondence to photographic film. 

2. Various types of records storage 
equipment, ranging from steel 
shelving and corrugated card- 
board boxes to Class A safes. 

3. The amount of protection provid- 
ed by the position of equipment in 
unshielded locations, in various 
types of structures, and at varying 
distances from Ground Zero (the 
test site). 

The device detonated was in the 30 
kiloton class (an explosive energy 
equivalent to 30,000 tons of TNT). 
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It was detonated 500 feet above 


ground level. 

Forty-five units were exposed, 22 
in unshielded equipment, 23 in stor- 
age equipment in various frame, brick 
and concrete structures. Of the 22 
unshielded units, all within 500 feet to 
4,700 feet of Ground Zero, only six 
safe units survived. The nearest of 
these six was almost 2,000 feet away. 
Of the six, four could be re-used; 
the records in them were in excellent 
condition. 

Most of the remaining 23 units in- 
side the various structures, each lo- 
cated almost a mile or more away 
from Ground Zero, were not damaged 
enough to be unusable; their contents 
were in good condition. 

This would indicate that records 
housed within the type of equipment 
tested would survive if protected by 
some type of structure. This is some- 
what misleading, however, since fur- 
ther damage can result from debris, 
fire and water. During World War 
II, in England and on the Continent, 
it was found that blast effects were 
often incidental hazards. Fire caused 
by bombing and water used to ex- 
tinguish the flames created more 
damage than the bomb explosion it- 
self. 

Location of the vital records cen- 
tre, therefore, should be selected with 
several considerations in mind, such 
as proximity to a target area, vulner- 
ability to natural disaster (floods, fire, 
tornadoes, etc.), distance from head- 
quarters of company and accessibility 
of communication and transportation 
facilities. 

Many firms have adopted under- 
ground storage, sometimes singly, 
sometimes in concert with other firms. 
Small firms particularly tend to pool 
their resources in this way, thereby 
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cutting cost considerably. However, 
there is some danger in this concen- 
tration underground; it makes an at- 
tractive target for saboteurs. 


Effect of EDP 

As we move in the direction of 
more extensive use of electronic data 
processing equipment, we find that 
we can provide for vital records pro- 
tection at little or no extra cost. Many 
EDP installations are producing du- 
plicate sets of magnetic tape, for ex- 
ample, to be held as security copy in 
the event of damage to tape in pro- 
cess or machine difficulty. The ex- 
tra copy to sccure current operations 
can also be used as the vital records 
copy. 

For quick, easy transmittal of in- 
formation — from vital records centre 
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back to company headquarters— 
closed circuit TV and facsimile trans- 
mission are already at hand. Equip- 
ped with these electronic conveni- 
ences, the office executive can store 
his originals in the remote location of 
his vital records centre and have them 
reproduced as needed. 


A good test for determining wheth- 
er valuable records are safeguarded 
is simply this: Ask yourself — at 11.00 
a.m. some morning and 3:00 p.m. the 
same afternoon — if a bomb struck 
now, if a fire raced through this 
building, or if we were inundated by 
flood, where would our valuable rec- 
ords be? How are they protected? 
Where is our vital records storage? 
What provisions have we established 
for reconstructing our business and 
re-establishing our operations? 


E.D.P. Esperanto 


As if it were not difficult enough for the average person to understand 
electronic computers, these machines are not able to understand each other. 
In other words, a program coded for one type of machine cannot be used 
on another. 

In order to solve this difficulty at least two inter-computer “languages” 
have been invented: Vortran for use with scientific work on I.B.M. machines, 
and Algol which is favoured by a number of European and American com- 
puter groups. 

If such an international code were used, machines would continue to 


have their own languages, but would be spccially programmed to enable 
them to translate from Algol into their own language and vice versa. The 
danger is that Algol is perhaps premature and not flexible enough; on the 
other hand the need for a standard language is becoming urgent. 

, A special committee of the British Computer Society is now studying 
Algol. 


—The Accountants’ Magazine, August 1959. 
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The Psychologist in Industry 


One of the most powerful forces 
in modern industrial progress is the 
willingness of executives to share their 
wisdom with others for the common 
good. In this article, a leading Can- 
adian industrialist has outlined, in 
uniquely personal terms, his quest for 
the key to full-scale motivation of his 
management team. 


It is the beginning of a new year 
and a new decade in this momentous 
twentieth century. The 50’s are now 
behind us and we look forward with 
hope and faith to 1960, but even 
more, to what we believe will, in 
Canada, be the fabulous 60's. It is 
indeed timely for us in business and 
industry to adopt a more healthy and 
positive approach to the challenges 
and opportunities of tomorrow. 

It is human nature for each of us 
to want to be considered successful 
and to contribute to the success of the 
business or company we represent. 
Let us, then, do some personal stock 
taking, evaluating and planning. Let 
us consider every possible avenue we 
can follow which will bring us more 
personal satisfaction and ensure a 


better relationship with our associates 
during the months and years ahead. 

Here is one course of action which 
we adopted in our organization, and 
which has proved of inestimabie 
value to myself and my associates. It 
could be of similar value to others. 

It all began in the fall of 1952. 
The impact of competitive pressures 
combined with a natural personal 
ambition to run a successful enter- 
prise stimulated some serious thinking 
on my part concerning the factors 
that make one business organization 
forge ahead while another stands still 
despite having the same access to 
the three big M’s: money, matcrials 
and men. My experience and cbserva- 
tions indicated to me that the most 
important of these is men and that 
success in business is the logical re- 
sult of the judicious selection and 
training of men. 

How did this apply to me and the 
company I represented? My problem, 
obviously, could only be whether I 
had the right men in the key positions 
in my company, and if so, how they 
could be inspired to greater accom- 
plishments. My conclusion brought to 
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my mind the sage remark of Elbert 
Hubbard, “There is something that is 
much more scarce, something finer 
far, something rarer than ability. It is 
the ability to recognize ability.” 

Inevitably, as I considered these 
specific questions and the abilities 
and capacities of my associates, a 
horrible thought entered my mind. 
Was it possible that my own short- 
comings were reflected in the per- 
formance of my associates and in the 
ultimate results of the whole enter- 
prise? This, then, seemed like the 
place to begin, but how? 


It was logical to assume that many 
successful executives had faced and 
overcome this same problem, so I felt 
a starting point might be to find out 
what their experience had been. I 
finally decided to seek an interview 
with an internationally known suc- 
cessful executive. This interview 
proved extremely fruitful. I discover- 
ed that this executive had been faced 
with the same problem as myself and 
had been concerned with the effective- 
ness of the relationship between him- 
self and his management team. He 
told me how he enlisted the services 
of an industrial psychologist and how 
much it had helped in the day-to-day 
relationship with those key men in his 
company on whom he depended so 
much. The success of his company 
indicated to me in unmistakeable 
terms that this type of treatment was 
the key to the situation. 


In due course, and by arrangement, 
the same psychologist visited me, and 
we discussed the question of how to 
select and develop an effective man- 
agement team. We talked about the 
company, its past growth, current 
status, and its probable future posi- 
tion. While reasonably satisfied with 
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the growth to date, I declared that 
I was convinced that somehow, some- 
where, there must be ample scope 
and opportunity for bigger and better 
achievements. Very pleasantly but 
firmly, the psychologist answered: 
“Mr. President, since you have asked 
for it, we are going to start right 
away with you and weigh your own 
effectiveness.” 


It was a disquieting prospect. The 
first step was to do a number of tests 
designed to bring into focus such 
things as personal interests, my I.Q., 
administrative ability, etc. At first the 
idea of doing these seemingly juvenile 
paper-punching tests did not appeal 
to me, but I reasoned that if others 
were to be expected to do the same 
later, it was my place to provide an 
example. 


A few days later the psychologist 
returned with the fateful results. 
However, the tests had apparently 
brought out certain findings he was 
reluctant to discuss at this stage, be- 
cause, still uncommunicative, his next 
move was to obtain the names and 
positions of those key men reporting 
directly to me. These men were given 
the opportunity of talking freely with 
the psychologist, expressing their 
views on company policies and execu- 
tive relationships with particular em- 
phasis upon those with myself. It was 
apparent he wished to confirm his 
earlier findings through individual, 
relaxed discussions with the execu- 
tives concerned. Each man was as- 
sured that his statements would not 
be quoted or revealed in any way. 
Following this, an open meeting of 
the executives, myself and the con- 
sultant was held with the keynote 
objective clearly stated — a more 
efficient and successful organization 
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In a few weeks our psychologist 
returned again, this time with a 
complete summary of his findings. 
While unpalatable, they were, never- 
theless, backed up with sound reason- 
ing and were reflected in the present 
status of the company. Our sub- 
sequent interview, which occupied 
several hours in the pleasant atmos- 
phere of a country club, proved to be 
one of the most constructive and dis- 
turbing of my entire business career. 
Briefly, the psychologist brought out 
the following facts: 

An accountant, such as I had been, 
through years of training, automat- 
ically thinks in terms of statements, 
performance reports and figures. This 
comes more naturally to him than 
such matters as corporate planning, 
development of the management 
team, or coordination of production 
and marketing. During the long inter- 
view, my psychologist friend effec- 
tively disclosed that I just did not 
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have the time to deal with long- 
term or broad administrative issues 
because analysis and checking on 
what was now history absorbed so 
much of my time. The conversation 
then turned to a look at the future. 
What was in store for the industry? 
What was going to be the effect of 
competition from other forms of 
energy? What steps was the com- 
pany taking to face these eventuali- 
ties? What group in the company 
was dealing with this matter, and 
who was heading it up? These were 
direct, loaded questions, and it rapid- 
ly became more difficult for me to 
appear relaxed and undisturbed. 


My psychologist strongly believed 
that a chief executive should not try 
to carry out tasks which could be 
effectively performed by others. He 
then discussed with me an analysis of 
the time I spent on jobs which could 
be delegated to other people, and 
how this might be done. 


His next question was “Do you 
like being president of the company?” 
Needless to say, my answer was in 
the affirmative, whereupon he quick- 
ly countered with “Why?” My answer 
took a little time, to be sure, and he 
kept pressing for my reply to the 
specific query “What outstanding 
function of being president appeals to 
you most?” After a lengthy analysis, 
we concurred that my greatest satis- 
faction was pride of achievement, the 
feeling of triumph which comes from 
facing a problem, developing a satis- 
factory solution, and seeing the suc- 
cessful outcome. 


In plain, unvarnished terms, the 
psychologist bluntly stated that a 
serious bottleneck existed at the top 
of our management tree and that, in 
his opinion, a great reservoir of talent 
was becoming stagnant through lack 
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of an outlet for expression. Comment- 
ing on the hopes and desires of my 
colleagues, he quoted Emerson’s 
famous statement, “Trust men and 
they will be true to you; treat them 
greatly and they will show them- 
selves great.” Moreover, my psych- 
ologist friend possessed so much in- 
formation about the workings of the 
company and my own personal make- 
up that any attempt on my part to 
deny cr refute his findings would 
have been useless. 


But my session with the psych- 
ologist was by no means over. So far 
we had covered two points. One con- 
cerned my too involved interest in the 
records of the past, the other the lack 
of delegation of authority. 


“Do you ever worry and lose sleep 
over company problems?” was his 
next query. My answer to that was 


a decided “yes”. After all, how can 
any man direct the affairs of a $60 
million corporation in a highly com- 
petitive business without doing so? 
“What do you worry about?” he asked 
me. The answer to this involved a 
couple of hours discussion and cul- 
minated in a long list of some 50 
problems or situations which ab- 
sorbed a good deal of my thinking 
time. Actually, it constituted an im- 
pressive list of unfinished business. 
At this stage I felt we at least had 
something on paper. 

Next came the question, “What 
have you actually done about each 
of these items?” My reply was cer- 
tainly not impressive. Here the 
psychologist remarked, “Problems are 
not things to worry about, but on the 
contrary are things to do something 
about.” He then asked another im- 
portant question, “In the handling of 
your day’s mail and the interviews 
with your men, what gets the most 
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attention — the subjects which are 
interesting or those which are im- 
portant?” 


The follow-through resulting from 
our discussion on the subject of worry 
was to set up a time-table for action 
on each of the 50 items of unfinished 
business. Now came the inevitable, 
distasteful pressure of self-discipline. 
Action was called for, and only one 
person, myself, could initiate it. In 
the course of time the action which 
was suggested proved to be, in my 
opinion, the most rewarding of all. 
Many of the imagined problems 
solved themselves, while others which 
could not be solved at once seemed 
to be less important and troublesome 
once they were placed on the table 
either with the individual or group 
of individuals who could best con- 
tribute to their solution. 


The mental relief which resulted 
from this course of action prompted 
me to begin the practice of making 
a personal note of the actual time and 
subject matters which caused me any 
loss of sleep. Looking back one year 
later, I was more convinced than ever 
what a serious waste of time my 
worry had been. In most cases the 
things I worried about resolved 
themselves in the natural progression 
of time, while others cleared up as 
soon as effective action was taken. 
Unquestionably, the greatest. benefit 
I derived personally from our indus- 
trial psychoanalysis was a complete 
liberation from the weakening in- 
fluence of worry. Ever since, I have 
looked upon problems as challenges. 
something to face up to and tackle, 
not to sidestep and worry about. 


In the months that followed, many 


changes took place. A complete or- 
ganization manual was developed 
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which clarified departmental relation- 
ships and defined basic functions and 
authorities of all our people in man- 
agerial positions. Operating and cap- 
ital budgets were introduced and con- 
siderable authority was delegated to 
various levels of management regard- 
ing capital expenditure, operating 
costs, salary and wage level deter- 
mination and staff selection. This 
authority, however, was coupled with 
responsibility and accountability. 


As these changes were being imple- 
mented, something very wonderful 
happened. Many of the senior man- 
agers expressed their desire to com- 
plete the same psychological tests as 
I had done and to adopt similar 
organizational procedures on a de- 
partmental basis. This was undoubt- 
edly the most valuable outcome of 
the whole experiment because many 
others became aware of their own 
shortcomings and how they were 
affecting their staff and the company 
as a whole. As a direct result, today 
there are scores of examples of im- 
proved performance by employees 
who have become aware of impedi- 
ments to their own progress, and with 
the guidance of psychology, are doing 
something about them. Certainly, 
they are enjoying their work more 
and the company itself is an equal 
beneficiary. 


The psychologist’s personal, inti- 
mate knowledge of most of our senior 
employees has made him valuable to 
us in developing effective manage- 
ment teams in all sections of our 
company operation. He has been able 
to define characteristics of individ- 
uals which are often not apparent to 
others. Therefore, when an appoint- 
ment is made to the management 
team, we often ask his opinion of our 
selection. His expert knowledge de- 
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creases the risk of error in staff selec- 
tion at this important level. 


Because Canadian industrial man- 
agement generally must make long- 
range plans for the eventual replace- 
ment of all staff due to retirements, 
deaths, etc., the selection and training 
of future leaders is top management’s 
most important function. Here again 
we find the services of a psychologist 
very helpful. We are continually 
spotting up-and-coming young men 
who appear to have self-confidence, 
are real go-getters with healthy posi- 
tive aggressiveness and seem to have 
leadership ability. Once identified, 
the psychologist makes his own in- 
vestigation merely to confirm man- 
agement’s evaluation. When consider- 
ing filling any senior appointment 
with someone from outside the com- 
pany, we always require a complete 
written report from a psychologist. 


It has been our experience, too, 
that the psychologist serves as an 
excellent sounding board for members 
of the management team both in- 
dividually and in committee, to dis- 
cuss such vitally important subjects as 
staff selection, development, counsel- 
ling, motivation and human relations. 


I am convinced that psychology 
has a very worthwhile contribution to 
make to modern industry, particularly 
if the psychologist engaged is an out- 
side consultant and not a staff mem- 
ber. The latter is important if the 
man is to have a completely objective 
approach. Psychologists work with 
people to determine their strengths, 
their weaknesses, how they react in 
certain situations, what motivates 
them, and how they can overcome 
their shortcomings. None of us knows 
what the future holds, but whatever 
it is, people will certainly play the 
major role in it. Therefore, human 
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beings who require the human ap- People have frequently asked me the 
proach will always challenge the best, question, “Based on your experience, 
most enlightened management. if you could turn the clock back, 

It seems unbelievable that seven would you have followed the same 
years have passed since the first visit course?” My answer is always an 
from our industrial psychologist. unqualified “Yes”! 


The Literature of Finance 


Because most business activity involves the utilization and/or the 
generation of funds, important management decisions in all areas inevitably 
have financial implications. Not only must these implications be understood 
and taken in account in reaching a balanced decision, but varying interests 
must be coordinated if the company is to achieve financial success. 


To many, finance is intangible, devoid of creative activity and excitement, 
and lacking in the human element which is often considered so essential in 
sustaining interest. Only when it touches on the possibility of immediate 
personal gain, as in the stock market, does it suddenly come to life for such 
people. One often hears from the non-financial businessman the confession. 
at times overlaid with just a touch of pride, that he “was never much good 
at figures”. Actually, of course, finance rarely involves anything more ad- 
vanced than simple addition, subtraction, multiplication and division, and 
machines have now taken the embarrassment out of these. However, it does 
involve in a considerable degree of precise, orderly and objective thinking 
which can place a strain on patience and powers of concentration. As in 
law, so in business: ignorance is not a valid defence. It might be said that 
the assessment job is one for the treasurer’s office. This is partly true, but 
if operating managers are to see clearly the effects of actions and plans for 
action on financial resources and objectives, they must have some prior 
understanding as a point of reference. Some grasp of a subject is a pre- 
requisite just to be able to ask the right questions. 

A knowledge of financial management may be gained in a variety of 
ways. Direct experience in the company or the vicarious sort that comes 
through close association with financial people may provide it. Formal 
education by means of company or outside executive development programs, 
either prior to or concurrent with managerial responsibility, is also very useful. 
But there are a great many executives who either have not had such oppor- 
tunities or for whom the experience is now sufficiently remote that it needs 
to be reviewed and enlarged. Recognizing that this is not likely to be done 
for pleasure, but out of dire necessity, and recognizing also the inevitable 
day-to-day priority which must be given to the main job at hand, a limited 
amount of selected reading is an important and perhaps the only means of 
filling the need. 


—“Looking Around”, Harvard Business Review, January-February 1960 

















|. Statutory Mergers 
W. C. Shakespeare 


Although there usually are sound 
business reasons for the statutory 
merger, apart from tax considerations, 
it is, no doubt, true that much of the 
present interest in this form of merger 
arises from the severely restrictive 
provisions dealing with the designat- 
ed surplus of controlled corporations 
(introduced in 1950) and the depre- 
ciation recapture provisions (intro- 
duced in 1949). As the years pass 
and amounts of surpluses and depre- 
ciation vulnerable to recapture build 
up, both of these provisions become 
increasingly onerous to the point 
where many sound business reorgani- 
zations or transfers are prevented. In 
an attempt to find a solution to this 
problem, taxpayers have directed 
their attention to the possibilities of 
a statutory merger. 

Prior to 1958 the Income Tax Act 
contained only one provision relating 
to amalgamations, viz. section 82(3) 
(a), which dealt with the computa- 
tion of undistributed income, and re- 
quired the inclusion in undistributed 
income of a corporation created by 
the amalgamation of two or more 
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corporations of the aggregate of the 
undistributed incomes of the prede- 
cessor corporations immediately be- 
fore the amalgamation. There was 
some doubt whether, for purposes of 
the Income Tax Act, an amalgamated 
company should be looked on as a 
new taxpayer, or as a continuation of 
the predecessor taxpayer, and the 
Act was silent on many important 
points affecting the tax position of 
such a company. Section 851, which 
was introduced in the Act in 1958. 
represents an attempt to codify a set 
of rules for the taxation of amalga- 
mated companies, and section 105C 
was introduced in the following year 
to close a loophole in the provisions 

Before going on to a consideration 
of the detailed provisions of these sec- 
tions, it may be well to summarize 
some of the special advantages and 
disadvantages of the statutory mer- 
ger: 


Advantages 

1. Where there is a small minority 
interest, if the required 2/3 or 3/4 
of the votes can be obtained, the 
statutory procedure sometimes fa- 
cilitates the merger in situations 
where a few shareholders might 
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otherwise hold out for unreason- 
able conditions. 

2. The statutory merger avoids the 
necessity of upsetting business 
contracts which it may be unde- 
sirable to disturb. 

3. It avoids the necessity of trans- 
ferring properties, saving time, ex- 
pense and other complications and 
possibly saving security, and land 
transfer, taxes. 

4. It usually permits merger without 
attracting tax on undistributed in- 
come, except in the special circum- 
stances of section 105C. 

5. It also permits merger without re- 
capture of depreciation. 


Disadvantages 

1. In a statutory merger business 
losses incurred by the predecessor 
companies are not available for 
carry-forward to the new com- 
pany. 

2. A deficit in undistributed income 
is also lost upon amalgamation. 

3. In some cases it may be desirable 
to terminate the existence of one 

or more companies entering into a 

merger, and here some other form 
of merger may be more appropri- 
ate. 

At present, the statutory merger 
provisions are available to only a 
limited number of companies. Even 
if uniform legislation is adopted in 
the various jurisdictions in Canada 
permitting statutory amalgamations of 
companies incorporated under the 
same or some other jurisdiction, it is 
unlikely that such provisions will ever 
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be of much use to companies incor- 
porated outside Canada. 


Provisions of Section 851 

Turning now to the provisions of 
the Act, section 851 first defines an 
amalgamation, and then sets out cer- 
tain rules which apply to such amal- 
gamations. It appears that the sec- 
tion will apply to statutory mergers 
under the various provincial Com- 
panies Acts, including those made un- 
der the provisions of the Ontario Act, 
for example, which treat the amalga- 
mated company as a continuation of 
the predecessors. It also applies to 
mergers made under the provisions of 
the Quebec or Manitoba Companies 
Acts, which treat the amalgamated 
company as a new company. 

Section 85I was enacted in 1958, 
assented to on September 6, 1958, 
and made applicable on passing. The 
section clearly applies to amalgama- 
tions entered into after its enactment, 
but there appears to be some doubt 
among legal authorities as to whether 
it applies to amalgamations that took 
place prior to September 6, 1958. It 
may eventually be necessary for the 
courts to rule on this question. 


The statutory requirements for a 
merger qualifying under section 851, 
are: 

1. All of the property of the prede- 
cessor corporations immediately 
before the merger must become 
property of the new corporation 
by virtue of the merger. In cer- 
tain cases this provision . may 
prove a bar to amalgamation. On 
the other hand, it may be possible 
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prior to the amalgamation to dis- 
pose of the properties which can- 
not be taken over by the new 
corporation. 


. All liabilities of the predecessor 


corporations immediately before 
the merger must become liabilities 
of the new corporation by virtue 
of the merger. This provision 
might also prevent amalgamation 
in certain cases. However, it may 
be possible to pay off, prior to the 
amalgamation, liabilities which 
cannot be transferred to the new 
company. 


3. All shareholders (except any pre- 


decessor corporation) of the pre- 
decessor corporations immediately 
before the merger must become 
shareholders of the new corpora- 
tion by virtue of the merger. 


The exception is made to per- 
mit a vertical merger. It will be 
noted that the shareholders are 
not required to take the same class 
of stock as that held previously, 
nor the same amount. Obviously, 
some flexibility is necessary in an 
amalgamation in order to permit 
an equitable division of the com- 
bined net worth among the vari- 
ous shareholders. If, however, 
there is a substantial change in 
equity as between different share- 
holders, arising in the course of an 
amalgamation, so that there is, in 
effect, a transfer of equity from 
one shareholder to another, it is 
possible that some question of gift 
tax might arise. Where a holder 
of common shares of a predeces- 
sor corporation receives redeem- 
able preference shares of the new 
company he may, later, be in a po- 
sition to receive a return of this 
part of his capital without at- 
tracting tax. It seems doubtful 
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that the provisions of section 81 
would reach a transaction of this 
kind, and perhaps it is not desir- 
able that they should, as the com- 
mon shareholders would ultimate- 
ly be accountable for any undis- 
tributed income taken over by the 
new company on amalgamation. 


4. The foregoing conditions must be 
effected otherwise than as a result 
of a purchase, or a distribution on 
winding up. In effect, this provi- 
sion limits the application of sec- 
tion 85I to statutory mergers un- 
der the various Companies Acts. 


Paragraph (a) — Taxation year of 
corporation 

The first rule under section 851 
states that, for the purposes of the 
Income Tax Act, the corporate entity 
formed as a result of the amalgama- 
tion shall be deemed to be a new 
corporation, Its first taxation year is 
deemed to have commenced at the 
time of amalgamation, and the taxa- 
tion year of a predecessor corpora- 
tion, that would otherwise have end- 
ed after the amalgamation, is deemed 
to have ended immediately before 
the amalgamation. 


A question may arise as to the time 
of amalgamation. Is it the date as of 
which the merger takes place, the 
date approved by the shareholders 
or directors, or the date approved by | 
the Provincial Secretary or other gov- 
ernment officialP Some legal assist- 
ance may be needed on this point. 


Paragraph (b) — Inventory 

The inventory of the new corpora- 
tion at the commencement of its first 
taxation year is deemed to have been 
acquired at the value, determined un- 
der section 14, of the closing inven- 
tory of the predecessor corporations, 
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except where a predecessor corpora- 
tion operated on a cash accounting 
basis, in which case the inventory 
taken over from that company would 
be deemed to be nil. 


It is perhaps debatable whether a 
“new corporation” can have an open- 
ing inventory, or whether the opening 
inventory is in fact nil, and the goods 
acquired on amalgamation represent 
purchases during the first year. The 
case where a predecessor operating 
on the accrual basis has an inventory, 
and the new company operates on a 
cash basis, does not seem to have 
been dealt with, unless the goods 
taken over by the new company are 
regarded as a purchase rather than 
opening inventory. 

Where inventory is taken over from 
a predecessor operating on the cash 
basis, the new corporation is not en- 
titled to deduct the cost of that in- 
ventory in computing its income. 


There may be some _ question 
whether section 85E, which assures 
that a profit on sale of inventory, on 
ceasing business, will be included in 
income, and provides special rules for 
taxing the profit, would apply to in- 
ventories transferred in the course of 
an amalgamation. However, it is un- 
derstood that the Department of Na- 
tional Revenue at present does not 
intend to apply section 85E in these 
circumstances. 


Paragraph (c) — Method of 
computing income 

This paragraph sets out rules for 
dealing with amounts received by the 
new corporation on debts owing to 
the predecessors, and amounts paid 
by the new corporation on debts ow- 
ing by the predecessors, where the 
method of accounting of the new cor- 
poration differs from that of a pre- 
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decessor as, for example, where the 
new corporation uses the accrual 
method of accounting and the pre- 
decessor used the cash method. 


The provision refers to amounts re- 
ceived in the year on debts owing to 
the predecessor corporation and am- 
ounts paid on debts owing by the 
predecessor corporation. Does this 
imply that the predecessor corpora- 
tions are still in existence? If not. 
there can be no debts owing to or by 
a corporation that does not exist and 
it is possible that the provision may 
be inoperative. 


Paragraph (d) — Capital cost of 
depreciable property 

This provision places the new cor. 
poration in the same position as the 
predecessors with respect to the cap- 
ital cost and undepreciated capital 
cost of depreciable property acquired 
on amalgamation. There is no re- 
capture of depreciation and no ter- 
minal loss recognized on amalgama- 
tion. 

The case might arise where depre 
ciable property of a predecessor be- 
came inventory to the new corpora- 
tion, or vice versa. In this situation 
the application of the rules relating to 
inventories and depreciable properts 
is not altogether clear. 


Paragraph (e) — Reserves 

Under this provision, reserves for 
doubtful debts and special reserves 
for services not rendered and goods 
not received, etc. provided under sec- 
tion 85B, and special mortgage re- 
serves under section 85G, which were 
deducted in computing the incomes 
of the predecessor corporations for 
their last taxation years, are deemed 
to have been deducted by the new 
corporation for a taxation year im- 
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mediately preceding its first taxation 
year and will, therefore, be required 
to be included in computing the in- 
come of the new corporation for its 
first taxation year. 


A number of questions arise in 
connection with this provision. It 
seems doubtful whether reserves for 
services not rendered, goods not de- 
livered, and returns, referred to in 
section 85B(1)(c), carried over from 
a predecessor and included in the in- 
come of the new company under this 
provision can be deducted by the new 
company at the end of the year, if 
amounts have not been received in 
the year for services not rendered, 
goods not delivered and returnable 
goods. The same difficulty would 
arise with respect to a reserve for in- 
stalment receivables under section 
85B(1)(d) and a reserve for un- 
earned commissions under section 
85B(6). 

Where a special mortgage reserve 
has been deducted by a predecessor 
corporation under section 85G, and 
the business of the new corporation 
does not include the lending of 
money on the security of a mortgage, 
etc., it seems possible that the new 
corporation would not have to include 
in its income the closing reserve of 
the predecessor because section 85G 
applies only to companies whose busi- 
ness includes the lending of money on 
the security of a mortgage, etc. 


Paragraph (f) — Debts 

This provision enables the new 
corporation to claim a reserve for 
doubtful debts, a deduction for bad 
debts, or a special mortgage reserve, 
where applicable, in respect of ac- 
counts taken over from a predecessor. 


There does not appear to be any 
provision that would require the new 
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corporation to include in its income 
amounts recovered in respect of bad 
debts written off by a predecessor. 

(Paragraphs (g) and (h) dealing 
with special payments to employees 
and charitable donations do not pre- 
sent any special problems.) 


Paragraph (i) — Business losses 

This paragraph makes it clear that 
business losses sustained by a prede- 
cessor corporation cannot be carried 
forward and deducted from income of 
the new corporation. 


Since the new corporation is for 
tax purposes a different entity from 
the predecessors, it would appear 
that a loss incurred by the new cor- 
poration could not be carried back as 
deduction from income of a predeces- 
sor. 


A good deal of criticism has been 
directed against this provision which 
denies a loss carry-over. It seems in- 
consistent with the recent amend- 
ment to section 27, permitting a 
taxpayer to deduct losses from any 
business income, except in a case 
where new shareholders acquire more 
than 50% of the shares and the cor- 
poration no longer carries on the 
business in which the loss was sus- 
tained: In case of a statutory amal- 
gamation there must be a continuity 
of shareholders and in most cases the 
business of the predecessor will be 
carried on by the new corporation. 
It would seem only equitable to 
allow a loss carry-over subject, if 
necessary, to limitations correspond- 
ing to those in section 27(5). 


Paragraph (j) — Controlled 
corporation 

Where the new corporation, as a 
result of the merger, acquires con- 
trol of another corporation which was 
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controlled by a predecessor immedi- 
ately before the amalgamation, the 
new corporation is deemed to have 
acquired control thereof at the time 
control was acquired by the pre- 
decessor. This is a relieving provision 
to prevent any increase in undis- 
tributed income during the control 
period of the predecessor from be- 
coming designated surplus on acqui- 
sition of control by the new corpora- 
tion. 

Where a predecessor corporation 
having designated surplus merges 
with its controlling company, the 
designated surplus seems to disap- 
pear. Also, where a predecessor cor- 
poration was controlled by another 
corporation not included in the amal- 
gamation, and the new corporation as 
a result of the amalgamation becomes 
controlled by that other corporation, 
it would appear that no designated 
surplus is created in the new corpora- 
tion because it did not have any un- 
distributed income on hand at the 
end of its last complete taxation year 
before control was acquired, as re- 
quired under section 28(2). 


Paragraph (k) — Undistributed 
income 

In computing undistributed income 
of the new corporation the undis- 
tributed incomes of the predecessors 
are carried over and included with 
that of the new company. It seems 
clear from this provision that nega- 
tive undistributed income in a prede- 
cessor would be lost and not be avail- 
able as a deduction in computing the 
undistributed income of the new cor- 
poration. It is understood that it was 
the practice of the Tax Department 
previously to permit the set-off of 
negative undistributed income against 
undistributed income, and it is diffi- 


cult to find justification for this 
change in procedure. 


Paragraph (l) — Tax-paid undis- 
tributed income 

This paragraph provides that the 
tax-paid undistributed income of a 
predecessor is to be carried forward 
unchanged to the new corporation. 


Subsection (4) — Tax on 
undistributed income 

This subsection enables the new 
corporation to elect to pay the special 
15% tax under section 105(1) of the 
undistributed income at the end of 
1949 of its predecessor corporations 
that have not already so elected. It 
further enables the new corporation 
to elect to pay a 15% tax under section 
105(2) on an amount equal to the 
dividends paid since 1949 by the new 
corporation plus the amount of di- 
vidends paid between the end of 
1949 and the time of the amalgama- 
tion by its predecessors, to the extent 
that the predecessors have not al- 
ready used these dividends to qualify 
amounts for payment of a 15% tax. 
However, no special rules are pro- 
vided for amalgamated companies 
wishing to elect under section 105 
(la), (2a) and (2b). 


Section 105C — Tax on undistributed 
income after amalgamation 

This section provides for a 20% tax 
on the amount, if any, by which the 
undistributed income of the _pre- 
decessors immediately before’ the 
amalgamation exceeds the value of 
the assets of the new corporation 
(other than goodwill) less its liabil- 
ities, immediately after the amalgama- 
tion. 

It would appear that this section 
was enacted to protect the Depart- 
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ment of National Revenue in a case 
where the net assets after amalgama- 
tion were less than the combined un- 
distributed income, so that, if the 
new corporation was wound up, the 
deemed dividend would be limited 
to the value of the property dis- 
tributed to the shareholders, and 
part of the undistributed income 
would escape tax. An example of this 
might occur where a subsidiary hav- 
ing designated surplus amalgamated 
with its parent. On elimination of the 
investment in shares of the subsidiary, 
the net assets might then amount to 
less than the combined undistributed 
income. 


As the amount of the deemed di- 
vidend on liquidation would be lim- 
ited to the amount of funds or prop- 
erty available to the common share- 
holders, it would seem reasonable to 
require that the amount payable to 
preference shareholders of the new 
corporation should also be deducted 
from the value of the assets for pur- 
poses of this provision. On the other 
hand, if the new corporation has tax- 
paid undistributed income on hand, 
it is suggested that the amount there- 
of should be allowed as a deduction 
from undistributed income for pur- 
poses of the section, as it would be 
unfair to tax this amount a second 
time. 

The question arises as to whether 
the assets should be valued at their 
fair market value for purposes of this 
section, and it would be desirable 
to have some clarification of this 
point. 


Summary 

The statutory amalgamation pro- 
vides a means of bringing companies 
together without tax penalty in cer- 
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tain circumstances where prescribed 
conditions are met. 

Although few amalgamations have 
taken place in the past due to lack 
of statutory authority in many juris- 
dictions and to uncertainty about the 
tax position, the amendments to the 
various Companies Acts already made 
or under consideration and the rules 
set out in section 85I indicate that 
steps are being taken to eliminate 
both of these difficulties. According- 
ly, it may be expected that interest in 
statutory mergers will increase. 

Generally, the basic approach to 
statutory mergers in section 85I is 
sound, but the rules are complex and 
require further revision to avoid some 
results which were probably un- 
intended and to take care of some 
situations which have not been pro- 


vided for. 


Certainly anyone embarking on an 
amalgamation at the present time 
should examine the rules with great 
care and consider the possibility of 
amendments which might remove one 
or two unintended benefits. 


Il. Holding Company 
Methods 


D. G. Scott 


The topic of this paper is mergers 
or amalgamations brought about by 
the acquisition of shares of one or 
more companies by another company 
as a contrast to statutory amalgama- 
tions. The shares might be pur- 
chased for cash or obtained in ex- 
change for the capital stock of the 
holding company or by a combina- 
tion of cash and capital stock. The 
acquiring company might be a hold- 
ing or an operating company. 








176 


The economic and business effect 
of a merger brought about through 
a holding company is usually the 
same as that resulting from a statu- 
tory amalgamation, and the subsidiary 
companies could be managed and 
controlled in a similar manner. One 
very important difference, however, is 
that the Canadian Income Tax Act 
now contains, in section 85I, rules 
concerning amalgamations, but the 
definition of the word “amalgamation” 
in subsection (1) does not include 
mergers through a holding company. 

The immediate and future income 
tax status of the companies and the 
income tax implications for their 
shareholders depend on the methods 
followed in arranging the amalgama- 
tion or merger. The method governs, 
and not the business effect or intent. 

The old established method of 
bringing about a merger was for the 
holding company to purchase the 
shares of the other company and, 
when funds were available in the 
treasury of the subsidiary, to transfer 
them to the holding company by way 
of dividend. Sometimes this method 
was used to extract funds from a com- 
pany without the payment of tax. The 
“designated surplus” amendment to 
the Income Tax Act in 1950 cut down 
on the number of mergers made for 
the purpose of extracting funds with- 
out tax. 

Sometimes the holding company 
would acquire the business and assets 
of the subsidiary which would be 
wound up or left dormant, depending 
on other circumstances. 

Section 851, added in 1958, con- 
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tains rules applicable to statutory 
amalgamations. Unfortunately, many 
companies cannot enter into a statu- 
tory amalgamation as the Companies 
Acts of three provinces and the Do- 
minion Companies Act do not contain 
any provisions in respect of corporate 
amalgamations. 


Designated Surplus 

A merger brought about by the 
acquisition of the capital stock of one 
or more companies by another com- 
pany does not change the undis- 
tributed income on hand of the sub- 
sidiary company or companies. There 
is no merger of undistributed in- 
comes, but the undistributed incomes 
of the subsidiaries become “desig- 
nated surplus”. Although, ordinarily, 
dividends received by a Canadian 
company from another taxable Can- 
adian company are not taxable but 
are exempt under section 28(1), they 
are taxable income when received by 
a parent from a subsidiary out of the 
surplus of the subsidiary that was on 
hand at the time control was ac- 
quired. 

The term “designated surplus” was 
brought into the Income Tax Act in 
section 28(2) effective May 10, 1950. 
This was intended to offset a method 
used to extract funds from a company 
without payment of income tax. A 
company, usually newly incorporated 
and with a small amount of common 
stock and large amount of redeem- 
able preferred share capital or large 
loans owing to shareholders, would 
purchase, usually for cash, the capital 
stock of another company which had 
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on hand a large amount of undis- 
tributed income and often a large 
amount of cash. After acquisition, the 
new directors would cause the subsid- 
iary to pay large dividends which, go- 
ing from one taxable Canadian corp- 
oration to another, were not taxable. 
The holding company could then use 
these funds to redeem preferred 
shares or pay off private or other 
loans; there would not be any income 
tax payable either by the company or 
by the shareholders, but the holding 
company would have undistributed 
income on hand, at least on paper. 


Dividends paid out of designated 
surplus are not exempt and must be 
included in the taxable income of the 
parent company. With corporation 
income tax rates at 50% or 52% it is, 
of course, prohibitive to pay divi- 
dends out of designated surplus. 


Relief Sections 

Section 105B provides some pos- 
sible relief or alternatives. It pro- 
vides that in the case of dividends 
paid out of designated surplus at a 
time when the corporation was con- 
trolled by a non-resident corporation 
or by an exempt person, such as a 
charitable organization, the paying 
corporation shall pay a tax of 15%. 
It also provides for a tax of 20% if the 
controlling corporation is a dealer in 
securities. This tax is payable by the 
paying company and therefore re- 
duces the amount of undistributed in- 
come on hand so that the effective 
rate of the tax is less than 15% or 20%. 
In the case of a stock broker, the 
effective rate is 16-2/3%. 


Section 105 can, of course, be used 
to create tax-paid undistributed in- 
come without being involved in 
designated surplus. By subsection 
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(2b), which was added in 1958, a sub- 
sidiary controlled company now has 
the right to elect on an amount equal 
to that on which it could have elected 
immediately prior to the time it be- 
came a subsidiary controlled com- 
pany. By capitalizing the tax-paid 
undistributed income of a subsidiary, 
it is possible to transfer such to the 
holding company as tax-paid undis- 
tributed income. This is made clear 
in section 82(12), but it is important 
that the tax-paid undistributed in- 
come of the subsidiary be capitalized 
in the form of redeemable preferred 
shares so that section 81(3) applies. 
This section is the one that deems a 
dividend to have been received where 
undistributed income has been cap- 
italized. Section 81(4) provides for 
the deduction of tax-paid undis- 
tributed income in order to determine 
the taxable portion of the deemed 
dividend, and section 82(12) makes 
it clear that deemed dividends re- 
ceived by a company are to be in- 
cluded in determining its undistrib- 
uted income and also its tax-paid 
undistributed income. 


Section 82(13) reads as follows: 
“Control acquired of inactive busi- 
ness. Where more than 50% of the 
issued share capital of a corporation 
has, between a time when the cor- 
poration ceased to carry on active 
business and a time when it com- 
menced to carry on active business 
again, been acquired by a person or 
persons who did not own any of its 
shares in the corporation at the time 
when it so ceased to carry on active 
business, if the corporation had no 
undistributed income on hand at the 
latter time, the reference in subsec- 
tion (1) to ‘the taxation year that 
ended in 1917 shall be deemed to be 
a reference to the taxation year in 
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which the corporation so commenced 
to carry on active business again.” 
This requires careful study but it ap- 
pears to mean that in the case of a 
company that at any time ceased to 
carry on business, and where there 
has been a change in the share- 
holders, the undistributed income 
on hand cannot be less than noth- 
ing. This section is intended to 
discourage the trading in loss or de- 
ficit companies. If control of such a 
company changed hands and if there 
had been no undistributed income on 
hand at the time the company had 
ceased to carry on business, the cal- 
culation of its undistributed income 
would start at the time it commenced 
to again carry on an active business. 


Associated Companies 

Where the merger of two or more 
companies is brought about by the 
purchase or exchange of shares, only 
one of the companies can continue to 
pay the lower rate of tax at 21% upon 
taxable income up to $25,000. The 
amount is now fairly substantial being 
$7,250 or 29% of $25,000. Where sev- 
eral companies are involved, for ex- 
ample, three, the additional tax would 
be $14,500 a year. The effect is, of 
course, no different from the case of 
a statutory amalgamation except that 
in a holding company the losses of 
one subsidiary cannot be applied 
against profits of another. There are 
now no provisions in the Act for con- 
solidated returns as there were some 


years ago. 


In the case of statutory mergers or 
amalgamations as defined in section 
851(1), not only are no designated 
surpluses created but some existing 
designated surpluses might disappear. 
As a contrast to statutory mergers, 


those mergers brought about by the 
purchase of the capital stock of one 
or more companies cause designated 
surpluses to be created and any di- 
vidends paid out of designated sur- 
plus become taxable income of the 
receiving corporation, i.e. the hold- 
ing company. 

In Canada we might have the 
rather ridiculous situation of com- 
panies receiving different treatment 
under the Canadian Income Tax Act 
according to the jurisdiction under 
which they were incorporated. If two 
or more companies were incorporated 
under a Companies Act that con- 
tains provisions in respect of amal- 
gamations, a statutory amalgamation 
could be arranged and section 85I 
would apply. 


In the United States, three differ- 
ent types of mergers or amalgama- 
tions are recognized and each type re- 
ceives similar income tax treatment. 
These types include (1) those we call 
statutory amalgamations, (2) amalga- 
mations brought about by the ex- 
change of shares for shares, and (3) 
the exchange of shares for assets with 
the subsequent winding up of the 
vendor company. 


Why does our Income Tax Act not 
recognize all true amalgamations, all 
real combining of interests that were 
carried out without the benefit of a 
statutory amalgamation? For ex- 
ample, why should two companies 
incorporated under different jurisdic- 
tions, such as an Ontario company 
and a Manitoba company, not be able 
to amalgamate with each other under 
terms of the Income Tax Act? 


Amendments Needed 
The policy of the present govern- 
ment, the previous government and 
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top income tax officials and advisers 
seems to have been to collect some 
tax on undistributed income but to 
make it possible for companies to 
arrange for this tax to be 15% or 20%. 
Section 105 provides for the special 
tax of 15% to create tax-paid undis- 
tributed income; subsection (2b), 
which was added to section 105 in 
1958, gives back to subsidiary con- 
trolled corporations the right to elect 
as existed at the time they became 
controlled. Section 105B provides for 
a 15% or 20% tax in case of companies 
controlled by non-resident corpora- 
tions, exempt persons, or stock 
brokers. Section 82(12) provides for 
the transferring of tax-paid undis- 
tributed income from one company 
to another. There is the 20% tax 
credit on dividends received by in- 
dividuals from taxable Canadian cor- 
porations. This goes a long way to- 
wards easing the burden of double 
taxation. 


It should not be beyond the ability 
of our tax officials to devise rules 
whereby mergers and amalgamations 
can be provided for in a similar way 
to the provisions for statutory amal- 
gamations in section 85I and also 
rules whereby, under proper condi- 
tions, designated surpluses could be 
eliminated, at least after a reasonable 
number of years and under reason- 
able conditions. 


Ill. Mergers in the Mining 
and Oil Industries 


D. A. McGregor 


The relative sections of the Income 
Tax Act governing mergers and amal- 
gamations are similar for both the 
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mining and oil industries. The major 
difference to be considered in amal- 


gamations between companies in 
these industries and those involving 
companies in other industries arises 
in the treatment of the carry-forward 
of exploration and development ex- 
penses. The Act contemplates three 
methods of effecting mergers in the 
mining and oil industries: 

(a) A statutory amalgamation cover- 

ed by section 851 of the Act. 


(b) The acquisition of the outstand- 
ing shares of another mining or 
oil company (section 83A(8a) ). 

(c) The acquisition of the assets of 
another mining or oil company 
(section 83A (8a) ). 

Generally speaking, companies 
whose principal business is mining or 
exploring for minerals or exploring or 
drilling for or production, refining or 
marketing of petroleum or natural gas 
are allowed to deduct exploration and 
development expenses from income 
in subsequent years without limita- 
tion. In other words, companies 
which qualify are allowed an in- 
definite carry-forward of these ex- 
penses. 


Effect of Section 83A(8a) 


It was not until the enactment of 
section 83A(8a) of the Act in 1956 
that any formal rules were laid down 
for the carry-forward of exploration 
and development expenses as a result 
of a merger carried out in any of the 
ways referred to above. However, as 
a matter of practice the Department 
of National Revenue did give rulings 
which allowed a successor company 
to avail itself of the exploration and 
development expenses of predeces- 
sors as a result of a merger, which 
rulings were generally reflected in the 
provisions of section 83A(8a).. 
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Section 83A(8a) provides that a 
successor corporation may deduct 
from its income the exploration and 
development expenses of a _prede- 
cessor corporation, to the extent of its 
income from the production of oil, 
gas or minerals from wells or mines 
situated on properties acquired from 
the predecessor, where the successor 
corporation has acquired all or sub- 
stantially all of the predecessor com- 
pany’s properties in Canada under 
either of the following conditions: 


(1) In consideration of shares of the 
capital stock of the successor 
company. 

(2) As a result of the distribution of 
such property to the successor 
corporation upon the winding-up 
of the predecessor corporation 
subsequent to the purchase of 
all or substantially all of the 
shares of the capital stock of 
the predecessor in consideration 
of shares of the capital stock of 
the successor corporation. 


This section of the Act then pre- 
sumably has the effect of allowing 
the continuing company in a merger 
to claim the development expenses of 
a predecessor, where 
(1) Assets were acquired in exchange 
for shares, or 

(2) One company acquired all or 
substantially all of the share cap- 
ital of another mining or oil com- 
pany and subsequently wound 
it up. 

The deduction for such expense is 
however limited to the amount of the 
income derived from properties ac- 


quired from the predecessor whether 
or not such properties had been 
brought into production prior to the 
merger. 


Effect of Section 851 

Subsequently, on the enactment of 
section 85I in 1958, mining or oil 
companies which merged statutorily 
with other mining or oil companies 
have been allowed to claim a pre- 
decessor’s unused exploraticn and de- 
velopment expenses to the extent that 
the mines or wells situated on proper- 
ties of the predecessor corporation 
produce income (section 851(3)). 
It will be recalled from a previous 
paper on the subject of amalgama- 
tions under section 85I that this sec- 
tion of the Income Tax Act is avail- 
able only to companies, both or all 
of which have been incorporated 
under the same provincial legislation 
providing for such amalgamations. 
The Companies Acts of the provinces 
of Alberta, Manitoba, New Bruns- 
wick, Newfoundland, Ontario, Que- 
bec and Saskatchewan make provision 
for such amalgamations. 

On the surface the provisions of 
section 83A(8a) and 851(3) would 
appear to provide for the carry- 
forward of exploration and develop- 
ment expenditures in the various 
types of mergers mentioned above. A 
closer examination, however, indicates 
that some difficulties may be encoun- 
tered when a merger is effected 
through the acquisition of properties 
or shares as distinct from a statutory 
merger. 

As indicated above, section 83A 
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(8a) of the Income Tax Act states 
that a successor corporation may avail 
itself of a predecessor corporation’s 
unused exploration and development 
expenses where all or substantially all 
of the predecessor's properties in 
Canada have been acquired by the 
successor corporation in consideration 
of shares of its capital stock. It has 
been found in practice that where a 
predecessor corporation has substan- 
tial liabilities or funded indebtedness, 
the Department of National Revenue 
has taken the attitude that merger 
with such a company may not qualify 
under section 83A(8a) if the consid- 
eration paid is shares of canital stock 
plus the assumption of liabilities. This 
may have the effect of denying the 
carry-forward of exploration and de- 
velopment expenses in the case of a 
merger carried out by the purchase of 
assets for shares in many cases unless 
the predecessors’ liabilities can be 
paid prior to the merger. In such 
cases, however, it may be possible to 
arrange for a merger by way of pur- 
chase of shares of the predecessor for 
shares of the successor followed by 
the winding up of the predecessor 
company. On the other hand, this 
difficulty would not be encountered if 
the companies were in a position to 
effect a statutory amalgamation. 


Another distinction between amal- 
gamations under section 85I and 
those under section 83A(8a) arises 
under the second set of circumstances 
by which a merger is allowed under 
section 83A(8a). As indicated pre- 
viously, this section states that a suc- 
cessor corporation may avail itself of 
a predecessor's unused exploration 
and development expenses where all 
or substantially all of the predeces- 
sors properties in Canada have been 
acquired “as a result of the distribu- 
tion of such property to the successor 
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corporation upon the winding up of 
the predecessor corporation subse- 
quent to the purchase of all or sub- 
stantially all of the capital stock of 
the predecessor corporation by the 
successor corporation in consideration 
of shares of the capital stock of the 
successor corporation”. It is not un- 
usual to encounter the situation 
where a proposed successor corpora- 
tion already owns a share interest in 
the proposed predecessor. If this 
share interest is substantial and has 
been acquired for a consideration 
other than the issuance of shares of 
capital stock, for example, the sale 
of properties, then such a merger 
would not qualify for the carry- 
forward of exploration and develop- 
ment expenses under section 83A 
(8a). 

At the present time, a number of 
legitimate business mergers, involving 
companies which are not in a posi- 
tion to merge statutorily, are delayed 
on account of one or the other of the 
situations mentioned above. It would 
appear that a much healthier busi- 
ness climate would prevail if the 
Companies Acts of the Dominion and 
the remaining provinces were amend- 
ed to provide for statutory amalgama- 
tions and, in addition, some form of 
reciprocity between the provinces and 
the Dominion was instituted where- 
by companies incorporated under dif- 
ferent legislation could merge statu- 
torily. 


Points of Interest 

Some other points of general in- 
terest in connection with the carry- 
forward of exploration and develop- 
ment expenses under sections 83A 
(8a) and 851(3) are as follows: 

(1) Section 851(3) limits the de- 
duction of a predecessor's exploration 
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and development expenses to those 
expenses incurred by the predecessor. 
Accordingly, drilling and exploration 
expenses available to a predecessor 
from a previous amalgamation under 
section 83A(8a) could not be utilized 
by the new successor corporation 
since they were not incurred by the 
predecessor. This restriction is similar 
to the effect of section 83A(8a) which 
does not allow exploration and de- 
velopment expenses to be carried 
through two amalgamations under 
that section. 

(2) It would appear that no provi- 
sion has been made under either sec- 
tion 83A(8a) or section 851(3) for a 
successor corporation to avail itself of 
the deduction for bonus payments 
made to the Government of Canada 
or a province by a predecessor, in 
those instances where the relative 
petroleum or natural gas right or 
lease is surrendered by the successor 
corporation after transfer from the 
predecessor. 

(3) Sections 83A and 85I limit the 
deduction of exploration and develop- 
ment expenditures to “expenses incur- 
red in Canada”. However, regulation 
1204 allows a deduction for certain 
exploration expenditures incurred out- 
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side of Canada but sections 83A(8a) 
and 851(3) do not provide for a suc- 
cessor corporation to avail itself of 
expenditures of this type incurred by 
a predecessor. Similarly, the allow- 
ance under regulation 1205 for ex- 
ploration expenses for coal and cer- 
tain other mines are not dealt with 
under these sections and will be lost 
on amalgamation. 


(4) In connection with the 3- 
year exemption period for new mines 
coming into production, it would ap- 
pear that on the amalgamation of 
mining companies the successor cor- 
poration would be entitled to a pre- 
decessor’s remaining exemption peri- 
od since exemption of the income 
from the mine during the first three 
years is not restricted to the corpora- 
tion that brought the mine into pro- 
duction. 


Probably the important considera- 
tion in connection with the amalga- 
mation of mining or oil companies 
is that the principal business of a 
successor corporation must qualify 
under sections 83A(8a) or 851(3) be- 
fore that company is entitled to the 
deduction of exploration and develop- 
ment expenses or the carry-forward of 
such expenses from a predecessor. 














The recommendations of the Com- 
mittee on Accounting and Auditing 
Research in Bulletin No. 16 “The 
Auditor's Responsibility for the Valid- 
ity of the Inventory Figure” have 
excited a certain amount of contro- 
versy. The views of Irving L. Rosen, 
C.A. on some aspects of this topic are 
set out in the article which follows. 
Mr. Rosen is a partner in the firm of 
Duckman, Kurtz, Resnick & Co., Tor- 
onto. 


Tue Avprror’s OPINION ON THE 
INVENTORY FIGURE 


by Irving L. Rosen, C.A. 


In May 1959 Bulletin No. 16 re- 
garding the auditor's responsibility 
for the validity of the inventory fig- 
ure was issued by the Committee on 
Accounting and Auditing Research of 
the Canadian Institute. In this bul- 
letin formal recognition is given to the 
procedure of attendance at physical 
stocktaking as standard procedure 
where stock-in-trade is a significant 
item. There can be no doubt as to 
the desirability of this procedure (al- 
though there is always the sceptic 
who will say that even if you are 
present, you can be hoodwinked). 
The auditor is responsible for an 
opinion on the balance sheet. Inven- 
tories often constitute an important 
balance sheet asset and their valua- 
tion has a pronounced effect on pro- 
fits for the year. Although the audi- 
tor is not a technical expert or valuer 
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of inventories, he must use reason- 
able care and skill and good judg- 
ment to see that the goods appear to 
be in good condition and, if not, are 
so indicated on the count sheets, that 
they actually exist, and that the client 
is taking proper count and cut-off 
procedures. After having taken such 
care, the auditor has done his job. 
If the inventory figure is still over- 
stated or understated, at least the au- 
ditor can show that he did all that 
was possible and any reserves etc. 
could only be caught by a deliberate 
investigation with that purpose in 
mind and not by an ordinary audit. 

The Research Committee is to be 
commended. The bulletin represents 
a major step forward in Canadian au- 
diting practice as it certainly leaves 
no doubt that the handwriting is on 
the wall — that the only valid method 
the auditor can use to satisfy himself 
of the physical existence of the in- 
ventory is to be present at the count. 
However, it would appear that Bul- 
letin No. 16 must be regarded as a 
test balloon, for its omissions are 
glaring and its generalities and brev- 
ity leave much to be desired. The 
committee may feel that a lack of 
understanding of objectives and 
techniques of inventory procedure by 
smaller practitioners may have been 
a reason for the physical attendance 
not being more generally used. It 
perhaps would be too harsh to say 
that it was due to carelessness, lazi- 
ness and the feeling that the client 











184 THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1960 


would not pay for presence at stock- 
taking. To say the least, the com- 
mittee must have its tongue in cheek 
when it states “the techniques and 
objectives of attendance at physical 
stocktaking are not always well un- 
derstood”. We fail students-in-ac- 
counts for such lack of understanding. 


The three major weaknesses in Bul- 
letin No. 16 are (a) the use of the 
wording “practical” in the phrase 
“unless such attendance is not prac- 
tical in the circumstances”, (b) the 
failure to require the auditor to state 
he was not present at the count even 
though he has satisfied himself by 
other means, and (c) the lack of any 
discussion or example material on ex- 
tent of qualification. Although the 
committee may prefer to move slow- 
ly, this writer feels that a discussion 
of the points may move us toward 
the desirable goal without room for 
equivocation. 


Use of “Practical” 


Bulletin No. 16 states that physical 
attendance is desirable unless such 
attendance is not practical in the cir- 
cumstances, Practical for whom, the 
client, the auditor or both? If the 
auditor has 20 year-ends at the end 
of September, should a client suffer 
a qualification because the auditor 
has not enough staff to be present and 
cannot satisfy himself otherwise? Fur- 
thermore, the use of the word “prac- 
tical” is doubtful. The American In- 
stitute uses the phraseology “practic- 
able and reasonable” which is more 
significant as practicable means “cap- 
able of being done with the available 
means” and reasonable means “sensi- 
ble in the light of surrounding cir- 
cumstances”. There are very few 
cases where presence is not “prac- 


ticable and reasonable”. However, 
“practical” suggests “action if con- 
venient or useful”. Although some 
may say this is only a question of 
semantics, the writer feels that “prac- 
tical” is too weak and loose a word, 
as there can be many cases where 
presence at the count is practicable 
and reasonable but not practical. 


When Auditor Not Present 


The bulletin states that if the au- 
ditor has satisfied himself in connec- 
tion with the inventory by proced- 
ures other than attendance, he need 
not qualify his report, and gives some 
examples of other procedures. This 
is totally inadequate. If the auditor 
has not been present at the count, he 
should be required to state the fact in 
the scope paragraph even though he 
has satisfied himself by other means. 
This is a major source of protection 
for the public or creditors, and assures 
the small practitioner that other prac- 
titioners are toeing the line as well 
and are not giving clean reports after 
rationalizing the justification for other 
inadequate procedures. There are 
practitioners, for example, who feel 
that the gross profit ratio test is ade- 
quate to answer all problems in in- 
ventory, regardless of the ineffective- 
ness of this test in many circumstan- 
ces. 

However, the implicit dangers are 
great. There is no doubt that many 
bankers and other major credit sup- 
pliers will assume an unqualified re- 
port means presence at the stocktak- 
ing. In a survey described in Practi- 
tioners Forum, November 1959, only 
5 out of 54 bankers felt that unquali- 
fied reports assumed presence at the 
stocktaking. But after the C.I.C.A. 
forthcoming brochure for bankers is 
published, this number will increase 
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and perhaps improperly so. An un- 
qualified report may only mean that 
a member has satisfied himself by 
other perhaps inadequate means for 
there is no requirement to state ab- 
sence from the count in these circum- 
stances. A bulletin without teeth can 
be as harmful as no bulletin. There 
is certainly enough guidance in the 
American Institute bulletin issued in 
19389 which states, “In all cases in 
which the extended procedures are 
not carried out with respect to inven- 
tories . . . and they are a material 
factor, the independent certified pub- 
lic accountant should disclose in the 
general scope of his report . . . the 
omission of procedure . . . even 
though he may have satisfied himself 
by other methods. Failure to apply 
in general precludes expression of an 
opinion on the fairness of the finan- 
cial statements taken as a _ whole. 
Where the amount... is not sufh- 
ciently material to preclude an ex- 
pression of opinion on the statements 
as a whole but is nevertheless im- 
portant enough to deserve mention, 
he may make specific exceptions in 
the opinion section of the report as 
to this amount.” 


To Qualify or Not 


The above quotation leads us di- 
rectly to point (c) relating to the 
concluding remark of Bulletin No. 16. 
The committee states the auditor, if 
not satisfied, “should qualify his re- 
port”, to which the reply can only be 
an emphatic “how?”. To what source 
of Canadian practice are we to turn? 
It has been suggested that American 
textbooks are readily available. I 
agree, but is this not an outline of 
Canadian practice? The American 


research bulletins are of great value, 
but is it not about time we could ex- 
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pect more of the Canadian Research 
Committee? I further submit that 
examples of qualifications shown in 
American texts contradict each other 
in many cases. An unscrupulous ac- 
countant could easily find a textbook 
to support his approach. 

The question of inventory responsi- 
bility only takes on meaning when 
it is related to the auditor’s end re- 
sult: whether or not to give an un- 
qualified opinion. It is essential then 
for the committee to provide guid- 
ance, to demonstrate applications, 
and to clearly discuss and define the 
auditor’s responsibility in terms of 
end results as they affect the “opin- 
ion”. 

The small and medium-size practi- 
tioner is reluctant to issue a qualified 
report if he can support his position. 
His client would immediately wonder 
what he was paying a fee for, if not 
for an unqualified report. His imme- 
diate concern regarding qualification 
would be unfavourable attention from 
the Taxation Division or his banker 
or other major credit suppliers. Un- 
derstatement of inventory can only be 
based on conservatism to certain 
limits. _Overstatement of inventory 
can never be rationalized under any 
conditions. What then is it that makes 
the practitioner hesitate to such an 
extent that the Research Committee 
felt “a lack of understanding of the 
objectives and techniques of the prac- 
tice”? Simply this. No one wants 
to give a clearly qualified scope and 
opinion if his colleagues are soften- 
ing similar circumstances with partial 
qualifications, or none at all where 
they feel their approach is correct. 

The Institute might be greatly sur- 
prised if an adequate survey was tak- 
en of practising members. In 1957 
the committee conducted a survey of 
200 practising members. This hard- 
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ly seems adequate considering that in 
the 1959 Directory of Canadian 
Chartered Accountants, there appear 
to be over 1500 firms of chartered 
accountants and sole practitioners. 
If the committee felt its survey was 
highly conclusive it could have surely 
been more demanding in Bulletin No. 
16. Perhaps in another three years we 
will supersede Bulletin No. 16 after 
due thought for more adequate rules. 
This is a little slow, considering the 
American Institute of Certified Pub- 
lic Accountants did it 20 years ago. 


There are certainly grounds for 
stating that the Research Committee 
in its bulletin is still behind the times 
(which gives our bulletins a high de- 
gree of obsolescence), for in May 
1959, the Ontario Institute issued re- 
vised rules of professional conduct 
which left no doubt as to what it 
considered to be improper. The ap- 
plicable rule is set out below: 


Rule 7 

In expressing an opinion on financial 
statements examined by him, a member may 
be held guilty of misconduct if: 

(a) he fails to reveal a material fact known 
to him which is not disclosed in the 
financial statements but the omission 
of which renders the financial state- 
ment misleading; or 
he fails to report any material mis- 
statement known to him to appear in 
the financial statement; or 
he is grossly negligent in the conduct 
of his examination or in making his 
report thereon; or 


he fails to acquire sufficient informa- 
tion to warrant expression of an opin- 
ion, or his exceptions are sufficiently 
material to nullify the expression of an 
opinion. 
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Further, the Ontario Corporations 
Act requires that the “auditor shall 
make such examination as will enable 
him to report to the shareholders as 
required”. Thus, both legally and eth- 
ically, the auditor must make an ex- 
amination, and in clear language give 
an opinion or disclaim an opinion 
with the reasons therefor. 


However, it is only fair to suggest 
that there is still a substantial lack of 
uniformity in practice, and the fore- 
going remarks are still considered 
controversial. Consequently, there is 
a need for more than normal direc- 
tion by the committee. 


It is apparent then that a contra- 
diction exists. The phraseology “ex- 
cept with regard to the inventory etc., 
the balance sheet presents fairly the 
financial position as at... .” is de- 
cidedly improper by Ontario stand- 
ards (where inventory is significant), 
and no opinion can be given; how- 
ever, the Research Committee has 
taken no stand except to say that the 
auditor should qualify his report and 
the above phraseology would possibly 
be acceptable. It may be that the 
Research Committee wants to move 
slowly until an obvious trend is ap- 
parent, but a more extensive bulletin 
would help clarify the auditor’s posi- 
tion in varying circumstances. 


Examples of Opinions 

It cannot be too strongly empha- 
sized that certain qualified opinions 
give the appearance to the untrain- 
ed mind of unqualified opinions, as is 
demonstrated in the following ex- 
amples. 
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Example 1 

We did not observe the taking of inventory amounting to $ at the plant, 
nor are we able to satisfy ourselves by any alternative auditing procedure. In all other 
respects our examination was made in accordance with such tests of the accounting records 
and such other auditing procedures as we considered necessary. 

Owing to the limited scope of our examination with respect to inventories, we are 
unable to express an opinion as to the fairness of the financial statements as a whole. 
In all other material respects, in our opinion, the financial statements present fairly the 
financial position as at December 31, 19 and the results of operations for the year end- 
ing on that date. 












Example 2 
Inventories at December 31, 19 are stated at cost which was substantially in 
excess of market. In our opinion, generally accepted accounting principles require that 
inventories be stated at the lower of cost or market which was the basis used at the 
prior year end. 
Except as stated in the preceding paragraph, in our opinion, the balance sheet pre- 
sents fairly... .. 














Example 3 

In our opinion, the accompanying balance sheet fairly presents the financial position 
of X Company at December 31, 19 in conformity with generally accepted accounting 
principles. Our inability to substantiate inventories at the beginning of the year pre- 
cludes us from expressing an opinion as to the results of operations for the year. In 
all other material respects, in our opinion, the statement of income presents fairly the 
results of operations for the year. 












Example 4 

To avoid suspension of operations and the consequent interruption of production 
and delivery schedules for important customers, the company omitted its customary 
practice of taking a physical inventory during the year. We reviewed the cost account- 
ing records and procedures and based on such review and tests we have no reason to 
believe that the ledger balances at September 30, 19 should not be considered a 
fair representation of the inventory valuation at that date. 

In our opinion, subject to the foregoing explanation, the accompanying financial 
statements present fairly ..... 













Example 5 

Inasmuch as our examination did not include the generally accepted auditing stand- 
ards with respect to verification of inventories, we are unable to express an opinion as 
to the fairness of the accompanying financial statements as a whole. However, our 
examination did not reveal anything to indicate that the accounts as presented are other 
than correct. 













When inventories are so important client, an action which can only be 
that failure to form an opinion on condemned as a failure of independ- 
them renders an opinion on the finan- ence. 

cial statements as a whole inade- The auditor must make his posi- 
quate, then the above examples are tion clear as is done in the following 
improper and if used represent a con- examples: 

cession by the auditor to an obdurate 
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Example 1 

The terms of our engagement did not include observation of the determination ot 
inventory quantities, and we did not satisfy ourselves in regard to these items by other 
means. In view of the materiality of these assets, we are unable to express an opinion 
on the over-all representations in the attached statements. 


Example 2 

Since we were not engaged to make the examination until March 1955, we were 
unable to observe or test the inventory taking, and we have not been able to satisfy 
ourselves as to the inventory quantities by other means. In all other respects, our exam- 
ination was made in accordance 

Because of our inability to apply the usual auditing procedures to the inventory 
which represents 47 per cent of the total assets, we are not in a position to express an 
opinion as to the fairness of the statements. In all other respects, our examination in- 
dicated that the statements are based on accounts which were maintained in accordance 


with generally accepted accounting principles consistently applied. 


Both the public and the client and 
creditors are entitled to assume that 
if there is no disclaimer of opinion, 
the statement is right. “It is no use 


for the accountant to encourage 
clients to think that they have some- 
thing they do not have” by using 


words which one can later point to as 
being technically or by implication a 
warning flag. Outsiders are entitled 
to plain words and the courts will in- 
terpret the plain meaning only. The 
use of piece-meal approvals, “no rea- 
son to believe” phrases and other at- 
tempts at softening the situation or 
using borderline phraseology could 
be highly embarrassing for the audi- 
tor if the situation does turn into a 
court case. It is a sad feature that 
the Research Committee has given no 
guidance or indication thereof in its 
bulletin. 


Conclusion 

To conclude, Bulletin No. 16 deal- 
ing with inventories affects a highly 
sensitive area in auditing procedures 
in which more harm can be done with 


a weak stand than with a stronger 
approach. The absence of a require- 
ment necessitating the statement by 
the auditor that he was not present 
at physical stocktaking even though 
satisfied by other means, and the fail- 
ure to go into the intricacies of qualli- 
fication leaves much to be desired. 
There is not even a page or two of 
examples, certainly a simple enough 
feature to expect; and no attempt 
to outline when attendance is not 
practical. Just as there is no ex- 
cuse for the auditor to say that he 
did not make a sufficient audit due 
to lack of time or money, there is 
no excuse for the Research Com- 
mittee to issue incomplete _ state- 
ments. It is not being cynical to sug- 
gest that an appendage be made: 
“Please refer to the A.I.C.P.A. Codi- 
fication of Statements on Auditing 
Procedures, or C.P.A. Handbook or 
Lasser’s Handbook for Accountants”, 
as there is certainly very little Cana- 
dian material available for the dis- 
tinctively Canadian stand taken bv 
the Research Committee. 








er 
mn 


= eS 





Tax Review 


Edited by CAMPBELL W. LEACH, C.A. 








PERSONAL CORPORATIONS 


The corporate form of organization 
has been used for many years by 
businessmen as an advantageous and 
useful entity with which to conduct 
operations. The advantages of a cor- 
poration for the carrying on of busi- 
ness need not be enumerated except 
to say that many individuals have 
found this structure to be useful not 
only from a business viewpoint but 
also from a personal viewpoint, and 
this has resulted in the formation of 
personal holding companies which do 
not carry on business in the usual 
sense of the word. Such companies 
are organized to hold the personal 
assets of individuals and to carry out 
the normal functions associated with 
an individual's assets within the cor- 
porate framework. Such corporations 
figure prominently in the planning of 
many estates and frequently they are 
the unintended consequence of actions 
unrelated to estate planning. Whether 
they are created deliberately or not, 
however, such companies raise many 
interesting questions, the answers to 
which a practising accountant often 
is expected to have on the tip of his 
tongue. Despite the increasing num- 
ber of such corporations and the vari- 
ous purposes they may serve, they are 
less well understood than their im- 
portance would lead one to assume, 
for at some times they are a useful 
tool, and at others an unwelcome 


liability. 





A personal holding company may 
be formed for convenience in admin- 
istration both during the lifetime of 
the owner and afterwards. The affairs 
can be delegated to management per- 
sonnel who may conduct the business, 
act as signing officers, etc. On the 
death of the owner, the day-to-day 
business of the corporation can con- 
tinue without interruption; none of 
the assets is frozen as would be the 
case if the assets were in the name of 
the deceased. Personal holding com- 
panies may prove very advantageous 
as far as succession duties or estate 
taxes are concerned. Ordinarily, when 
a person owning securities dies, the 
securities are frozen and cannot be 
traded and, more importantly, may be 
subject to succession duties in several 
jurisdictions depending upon the type 
of security and the place where it 
may be effectively transferred. The 
personal holding company draws the 
situs of assets to one particular coun- 
try, province or state and thus elimin- 
ates multiple duties. Conventions for 
the avoidance of double taxation do 
exist, but considerable time and de- 
lay are involved which often become 
quite expensive. 

For example, if a Canadian resi- 
dent died owning United States 
securities, succession duties or estate 
taxes would have to be paid on those 
securities in both Canada and the 
United States. While foreign tax 
credits would probably be available, 
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the preparation of multiple returns is 
often cumbersome and expensive. Had 
the U.S. securities been held by a 
personal holding company, no USS. 
duties would have been payable. A 
similar saving may be effected within 
Canada because of the various pro- 
vincial succession duty levies. This 
is, of course, possible because the 
assets of a corporation do not change 
hands; there is merely a change in 
ownership of the corporation itself. 


A personal holding company, hav- 
ing been formed for the objects al- 
ready set out, may however find that 
it is a “personal corporation” for in- 
come tax purposes. This is not neces- 
sarily a disadvantage but on the other 
hand may not be an advantage either. 
Certainly such corporations are not 
placed in a worse income tax position 
than if their shareholders held the 
assets in their own names. However, 
one of the objectives of such a com- 
pany is often to reduce the income 
tax rate to that payable by ordinary 
corporations. This may be hard to 
achieve, for the Canadian Income 
Tax Act contains provisions to ensure 
that a taxpayer may not reduce his 
personal income taxes by resorting to 
the corporate form of organization, 
certain conditions being fulfilled. 
These provisions in the main are con- 
cerned with “personal corporations”. 
A personal corporation is not incor- 
porated as such, and at the time of 
its formation is undistinguishable 
from any other corporation; the “per- 
sonal corporation” is entirely a 
creature of income tax law. The per- 
sonal corporation concept appeared 
in 1926 but has undergone a fairly 
complete metamorphosis. Originally 
intended as a measure of relief against 
double taxation, with some degree of 
tax control as a secondary object, the 
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personal corporation legislation now 
appears to have tax control as a pre- 
dominant purpose. Essentially, a per- 
sonal corporation, as defined in the 
Income Tax Act, is ignored for tax 
purposes and regarded as merely a 
“conduit pipe”, through which income 
flows to the shareholders. In other 
words, the Income Tax Act largely 
ignores the fact that such a corpora- 
tion is a separate and distinct legal 
entity. It can be rationalized, how- 
ever, by the observation that in 1917 
shareholders of any company were 
obliged to include in their income 
for super-tax purposes their share of 
undivided or retained earnings of a 
corporation unless the Minister was 
satisfied that the retention of these 
earnings was not made for the pur- 
pose of evading tax. Personal cor- 
porations therefore have just not 
grown up. 


Definition 

For income tax purposes a personal 
corporation as defined in section 68(1)} 
is one that meets the following defini- 
tion: 


“In this Act, a ‘personal corpora- 
tion’ means a corporation that, during 
the whole of the taxation year in re- 
spect of which the expression is being 
applied, (a) was controlled, whether 
through holding a majority of the 
shares of the corporation or in any 
other manner whatsoever, by an indi- 
vidual resident in Canada, by such an 
individual and one or more members 
of his family who were resident in 
Canada or by any other person on his 
or their behalf; 


(b) derived at least one-quarter of 
its income from 


(i) ownership of or trading or deal- 
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ing in bonds, shares, debentures, 
mortgages, hypothecs, _ bills, 
notes or other similar property 
or an interest therein, 

lending money with or without 
securities, 

rents, hire of chattels, charter- 
party fees or remunerations, an- 
nuities, royalties, interest or di- 
vidends, or 

(iv) estates or trusts; and 

(c) did not carry on an active finan- 
cial, commercial or industrial busi- 
ness.” 


It is to be noted that personal cor- 
poration status is not optional. A 
corporation is either a personal cor- 
poration or it is not, and one cannot 
elect to have the provisions apply. 


(iii) 


Control 


The term “control” usually means 
over 50% of the voting shares of the 
corporation, but the phrase “in any 
other manner whatsoever” embraces 
many other situations. The intent 
here is to make the test of control one 
of reality rather than share owner- 
ship. An individual may have prac- 
tical control over the company or 
other shareholders by reason of his 
blood relationship or credit position. 
If this can be proved, he will be 
found to control the company. Sim- 
ilarly, a subsidiary company could be 
deemed to be a personal corporation 
if the parent company was owned 
by one individual. 

The controlling individual or group 
must consist of Canadian residents or 
others acting on their behalf. If the 
control is in the hands of one in- 
dividual, the case is relatively simple. 
On the other hand, if such is not the 
case, the company must be controlled 
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by the individual and one or more 
members of his family all of whom 
are resident in Canada. For this pur- 
pose, the members of an individual's 
family are his spouse, sons and 
daughters, whether or not they live 
together, but not including brothers, 
sisters, sons-in-law or daughters-in- 
law. Thus a company would not be 
a personal corporation if the control 
was in the hands of two brothers, 
neither of whom controlled the com- 
pany by himself or in conjunction 
with members of his family. If, in this 
situation, the father held one share 
of the company, it would be a per- 
sonal corporation because the father 
and members of his family (the two 
sons ) controlled it. 


A corporation controlled by execu- 
tors, trustees or agents will be a per- 
sonal corporation if it is being held 
for the benefit of an individual or that 
individual and one or more members 
of his family. 


Income 


The nature of a personal corpora- 
tion’s income is described in para- 
graph (b) of the defining section and 
is broadly any income except the 
profits of an active financial, com- 
mercial or industrial business. Where 
a company has no income after de- 
ducting expenses, the presumption is 
that it is not a personal corporation 
for that year. The numerous sources 
of income which a corporation may 
have and qualify as a personal cor- 
poration are consistent with the in- 
tention of the legislation to permit an 
individual to avail himself of the ad- 
vantages to be obtained from holding 
his investments through a corporation, 
while at the same time preventing 
him from minimizing personal income 
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tax by accumulating income in the 
corporation. 


Active business 

Whether or not an active financial, 
commercial or industrial business is 
carried on will depend to a large ex- 
tent upon the particular facts in each 
case and upon the activities of the 
corporation and the energies em- 
ployed by the management. Holding 
securities with the occasional rein- 
vestment is not considered an active 
business. Trading in securities would 
seem to constitute an active business, 
but paragraph (b) of the defining 
section would appear to permit this 
type of transaction. In such an in- 
stance, the full facts would have to 
be examined and legal opinions 


sought. 


Where a company carried on the 
routine work of running, maintaining 
and caring for buildings which it 
owned, the Income Tax Appeal Board 
held that these operations could not 
be considered “active”. A company 
which rented its factory and equip- 
ment, receiving as part of the rent a 
commission on gross sales, and which 
solicited orders for the lessee was 
held not to carry on an active busi- 
ness. Similarly, a company which dis- 
counted notes received by one other 
company was held not to be engaged 
in an active business. However, in 
another case, the management, super- 
vision and supplying of three build- 
ings was held to be active even 
though a real estate agent collected 
the rents. 


Farming is stated by the Act not 
to be an active business for this pur- 
pose provided that it is not the chief 
source of income of the corporation. 
This provision is intended to pre- 


THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1960 


vent the device of incorporation from 
being used as a method to offset 
farming losses against other income 
(over and above the limit allowed 
hobby farmers) or as a method of 
eliminating the personal corporation 
status. Apart from farming, however, 
any active business will serve to dis- 
qualify the company as a personal 
corporation. It is in this area that 
the best opportunity of avoiding the 
personal corporation status is to be 
found. Admittedly, many individ- 
uals are not prepared or equipped to 
engage in an active business, but all 
it takes, in the words of some, is a 
“hot-dog stand”. 


Computation of Income 

Although the separate identity of a 
personal corporation is ignored for tax 
purposes and the corporation is 
exempt from corporate income tax, 
it is still necessary to compute the in- 
come of the corporation, for this in- 
come is deemed to be distributed to 
the shareholders as a dividend on the 
last day of its fiscal year. 

The income of a personal corpora- 
tion is computed according to the 
various provisions of the Act which 
govern the computation of income 
generally but it is important to realize 
that the Income Tax Act makes a 
sharp distinction between “net in- 
come” and “taxable income”. While 
“net income” is established according 
to general rules subject only to 
special provisions of the Act, the de- 
ductions allowed in arriving at tax- 
able income are specific and well de- 
fined. These latter items include 
business losses, charitable donations, 
dividend credits or exemptions, 
foreign tax credits, medical expenses 
and personal exemptions. The im- 
portance of this distinction is simply 
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that it is the net income and not the 
taxable income of the corporation that 
is deemed to be distributed to the 
shareholders. It cannot offset losses 
of previous years against income nor 
can it deduct an allowance for di- 
vidends received or charitable contri- 
butions. It is observed, however, that 
it appears to be the practice of the 
Taxation Division to permit individ- 
ual shareholders to deduct their pro 
rata share of charitable donations 
when computing their personal in- 
come taxes. 


Dividends received by a personal 
corporation must, as with ordinary 
companies, be included in net income. 
However, the deduction or credit 
allowed to ordinary companies in 
computing their taxable income is not 
permitted because the income calcu- 
lation does not go beyond the “net 
income” stage. However, since the 
personal corporation is merely a 
funnel for such income, the credits 
allowed in computing taxable income 
may be claimed by the shareholders 
as will be seen in later paragraphs. 
Where a personal corporation owns 
shares of another personal corpora- 
tion, it is treated as any other share- 
holder. Its share of the other personal 
corporation’s net income is deemed 
to be received as a dividend and 
actual dividends are excluded from 
income. 


Where dividends or other income 
have been subject to withholding or 
income taxes of countries other than 
Canada, the amount of tax cannot be 
deducted as an expense and the gross 
amount of the dividend must be in- 
cluded in net income. However, as 
with dividends from taxable Can- 
adian companies, the credits against 
taxable income flow to the share- 
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holders who may claim deductions on 
account of this tax. 


Capital cost and depletion allow- 
ances are available to a personal cor- 
poration in the same manner as for 
ordinary companies. However, a dis- 
advantage of depreciable property 
being owned by a personal corpora- 
tion arises if all the property of a 
class is sold at a price in excess of 
its undepreciated capital cost. If such 
is the case, the full amount of the re- 
capture is added to the corporation’s 
income in the year of sale. Ordinary 
companies or individuals have the 
option to spread back the amount 
over the past five years, but this 
option is not available to personal 
corporations. This difficulty may be 
overcome, however, by having the 
corporation sell such property to one 
of its shareholders at the undepre- 
ciated capital cost and letting the 
shareholder himself sell the property. 


Another disadvantage of having de- 
preciable property owned by a per- 
sonal corporation arises out of the 
fact that no change of ownership 
occurs on the death of the control- 
ling shareholder. That is to say, the 
property continues to be owned by 
the company and capital cost allow- 
ances continue on the same basis even 
though there may have been an in- 
crease in the value of such property. 
If the controlling shareholder had 
owned the property personally and 
bequeathed it to his heirs, they would 
be entitled to claim capital cost allow- 
ance upon the fair market value of 
the property at the time it was in- 
herited by them and there would be 
no recapture of depreciation in the 
hands of the decedent’s estate. All in 
all, it would seem to be a disadvan- 
tage for a personal corporation to 
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hold depreciable property except 
where the incidence of succession 
duties or estate taxes in jurisdictions 
other than that in which the decedent 
was domiciled makes it imperative to 
hold such assets in a corporation. 

(To be continued) 


RECENT TAX CASES 


$250,000 Is a Wage 

Mr. Curran was paid $250,000 in 
1951 to resign his position with Im- 
perial Oil and accept employment 
with Federated Petroleums or its 
assignees. The amount of $250,000 
was paid by Mr. Brown who was a 
substantial shareholder of Federated 
and also Home Oil. Mr. Curran be- 
came president and general manager 
of Home Oil under the terms of the 
agreement, and the Minister assessed 
the amount of $250,000 as being tax- 
able income. 

Through the Income Tax Appcal 
Board, the Exchequer Court and the 
Supreme Court of Canada, it was 
argued that the amount in question 
was not income because it was not 
paid by Mr. Curran’s employer and 
it was compensation for the loss of 
valuable pension rights and other 
benefits which would have accrued 
had Mr. Curran remained with Im- 
perial Oil. 

The Supreme Court upheld the 
Minister and ruled that the amount 
was taxable. The court found that 
while the payment could not be 
brought sauarely within the pro- 
visions of section 5 of the Income Tax 
Act, it was nevertheless income. Since 
no extensive definition of the term 
the word must receive its 


exists, 
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ordinary meaning bearing in mind the 
distinction between capital and in- 
come and the ordinary concepts and 
usages of mankind. It was clear that 
Mr. Brown was not seeking to acquire 
any rights that the appellant had 
under his employment contract with 
Imperial Oil; he was seeking to ac- 
quire the services of Mr. Curran as a 
manager. The amount of $250,000 
was paid to Mr. Curran for his ser- 
vices and as such, was taxable. 
(Robert B. Curran v. M.N.R.; 


Profit Causes Disqualification 
Woodward’s Pension Society was 
organized to assist in providing funds 
for the payment of pensions to em- 
ployees of the various Woodward 
stores. For this purpose, it acquired 
shares in the various companies, sold 
them to employees and collected in- 
terest on the outstanding sales price. 
The Minister assessed tax upon the 
amount of the interest income while 
the appellant objected arguing that 
it was exempt from tax under the 
provisions of section 62(1)(i) as a 
society organized and operated ex- 
clusively for a purpose “except profit”. 
The Exchequer Court of Canada 
upheld the Minister and denied the 
society its tax-exempt status on the 
grounds that it was actually organ- 
ized for the purpose of making a 
profit, the profits to be distributed to 
the pension trustees. It is ‘a basic 
principle of income tax law, said the 
court, that the taxability of income 
cannot be affected by the purpose to 
which it is applied after it has been 
earned. 
(Woodward's 
M.N.R.) 


Pension Society v. 





960 


the 
in- 
nd 
nat 
ire 
ad 
ith 


a — 


Current Reading 


MAGAZINE ARTICLES 


EQUIPMENT 


“DUPLICATING EQUIPMENT IN AN Ac- 
COUNTANTS OrFice” by I. Winsten. 
The New York Certified Public Ac- 
countant, December 1959, 874-883. 

The use of duplicating equipment 
for general office use offers the ac- 
counting practitioner opportunities 
for reducing his office costs and for 
improving his services to his clients. 
In selecting the equipment, however, 
he is faced with a bewildering choice 
of products in various sizes and ca- 
pacities. 

This article provides a guide to the 
selection and use of various duplicat- 
ing processes, including carbon pa- 
per, single transfer photocopy, multi- 
ple transfer photocopy (Verifax), 
heat transfer photocopy (Thermo- 
fax), diazo, hectograph, offset and 
others. For each process, the author 
discusses the operational procedures, 
technical limitations, approximate 
costs and potential applications. 

The single transfer photocopy is 
the most flexible process, he says, 
since it can be used to duplicate al- 
most any original regardless of col- 
our and to produce copy in a variety 
of paper and colours. The multiple 
transfer is to be preferred where 
most duplicating requirements are for 
more than one copy of opaque orig- 
inals and the material to be duplicat- 
ed does not exceed the size limita- 


BY PETER C. BRIANT, PH.D., C.A. 


tions of the equipment. Heat trans- 
fer photocopy is, according to the 
author, the simplest and most speedy 
and economical process of the three. 


FINANCE 

“PricE CHANGES OF StTocK-DIVIDEND 
SHares AT Ex-DivieNnp Dates” by 
C. Austin Barker. The Journal of Fi- 
nance, September 1959, 373-378. 

This study tests the hypothesis that 
when a stock dividend goes “ex-divi- 
dend” its market price declines some- 
what less than the full amount of the 
stock dividend. To do so, Mr. Barker 
compares actual with theoretical price 
declines on ex-dividend dates of 224 
stock dividends of 5% or more issued 
from 1951 to 1954 by companies listed 
on the New York Stock Exchange. 

Analysis of the cases shows that, 
unlike the market effect of cash divi- 
dends, no resistance against ex-divi- 
dend market price decline can be at- 
tributed to stock dividends. On the 
average, reports Barker, the market 
prices of stock-dividend shares reflect 
that more shares of ownership repre- 
sent the same total corporate equity. 
The sophisticated investor, he says, 
apparently looks for factors more fun- 
damental than the changing number 
of shares outstanding when evaluat- 
ing a stock. It thus appears that stock 
dividends in themselves cannot be 
used successfully as “sweeteners” to 
enlarge soundly and permanently the 
capital market or to enhance the price 
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of a corporation’s common stock. 
Over the longer term, concludes the 
author, earnings growth and cash-divi- 
dend-paying power are the basic fac- 
tors in bringing about a real price 
gain in relation to the general market. 


“FINANCING PuBLIC IMPROVEMENTS” 
by S. G. Fullerton, Jr., Municipal Fi- 
nance, November 1959, 82-90. 


In this article, the steps to take and 
factors to consider in determining the 
need for public improvements and 
how and when to pay for them are 
outlined by the chief financial officer 
of a city in the United States. 


With an increase in population, he 
writes, the per capita costs of munici- 
pal facilities and services tend to in- 
crease in a geometric ratio. It is im- 
portant, therefore, for a municipality 
to maintain a sound credit rating 
since this serves to reduce interest 
charges on borrowed funds. This rat- 
ing is enhanced and maintained by 
proper accounting and auditing, ad- 
vanced budgeting and monthly re- 
view of current budgets, publication 
of annual financial and statistical data 
in a generally accepted form, the syn- 
chronization of annual maturities of 
debt, and avoidance of the need to 
issue refunding bonds. 


The formation of and adherence to 
a comprehensive planning program, 
including a financial plan for pro- 
gramming and budgeting both public 
improvements and services, should 
benefit the credit rating of a munici- 
pality in the long run, Fullerton con- 
tinues. A municipality can further 
enhance its credit by including in its 
annual budget details such as recur- 
ring expendables and short-life equip- 
ment. Depreciation and maintenance 
should also be budgeted. Bonds 
should be issued only for necessary 
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capital improvements of long life and 
only for as much of the cost as can- 
not be provided for out of the operat- 
ing budget. A policy of pay-as-you- 
go should be viewed as the ultimate 
objective, the author advises. 


LEASING 


“INcLupING ALL LEASES IN THE BaL- 
ANCE SHEET — A First” by K. R. 
Rickey. N.A.A. Bulletin, December 
1959, 51-60. 


K. R. Rickey, a finance executive, 
reports how his company reflects 
leased facilities and related long-term 
lease obligations in the balance sheet. 
(This is to be contrasted with the 
common practice of disclosing such 
information in a footnote to the finan- 
cial statements ). 


The property right contained in the 
leases is described as “Leasehold In- 
terest in Facilities — at discounted 
amount of related long-term lease ob- 
ligations”. Each year, the leasehold in- 
terest is reduced in much the same 
way as depreciation is taken. The 
credit is, however, deducted directly 
from the original leasehold instead of 
being accumulated in a separate al- 
lowance. 


Rentals payable within one year 
from the date of the balance sheet are 
reported as current liabilities; rentals 
due beyond one year, as long-term 
debt. The latter is designated as 
“Rentals Payable on Leasehold Prop- 
erties”, and the amount is said to be 
“discounted at rates used in the re- 
spective leases”. This statement, ac- 
cording to Rickey, gives “fact and 
substance” to the figures. As on the 
asset side, equipment is separated 
from land and buildings in reporting 
the liability. The expiry date of the 
last lease is also shown, in order to 
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give the reader of the financial state- 
ments some knowledge of the term of 
the liability and the lease-hold in- 
terest. In the long-term section, the 
total lease liability is shown and the 
current portion deducted from it. 






“THe FrvanctaL Community Looks 
aT Leasinc” by R. F. Vancil and R. 
N. Anthony. Harvard Business Re- 
view, Nov.-Dec. 1959, 113-130. 


The results of direct-mail surveys 
relating to the practices and opinions 
of leading financiers in the United 
States and Canada regarding lease 
obligations are reported. 


According to these surveys, only a 
very few mutual funds, investment 
dealers, pension and college fund 
trustees and rating companies actual- 
ly use formal analytical techniques in 
evaluating lease obligations. How- 
ever, a significant number of insur- 
ance companies and banks do use 
such techniques. But few insurance 
company and bank analysts are using 
capitalization procedures which re- 
sult in a reasonably accurate estimate 
of the equivalent liability represented 
by a lease obiigation. 


The surveys also reveal that the use 
of lease financing is relatively com- 
mon in American industry. Nearly 
50% of the industrial corporations sur- 
veyed are parties to long-term leases. 
The percentage rises to 88% for retail 
and wholesale merchandising con- 
cerns and to 98% for integrated oil 
companies. The number of compan- 
ies engaged in long-term leasing ap- 
pears to increase as the percentage 
of debt in the capital structure in- 
creases, 

Restrictions against long-term leas- 


ing almost always apply to real estate. 
But in over 50% of the cases a restric- 
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tion is also applicable to equipment 
and other chattels. Approximately 
47% of the respondents that have loan 
agreements restricting or limiting the 
incurrence of additional long-term 
debt also have effective restrictions 
on the incurrence of additional long- 
term lease obligations. Less than 10% 
of the effective lease restrictions are 
written to provide for the conver- 
sion of lease obligations into equiva- 
lent amounts of debt. The most 
common restriction reported is one 
which establishes a fixed dollar or 
percentage limitation on annual lease 
payments. According to the authors, 
this latter type of restriction suggests 
that lenders consider a certain am- 
ount of lease financing permissible in 
addition to the stated limits on long- 
term debt. 


A preponderance of respondents to 
the survey state that the use of long- 
term non-cancellable leases makes it 
possible for a company to obtain a 
greater amount of credit than would 
be possible if debt financing were 
used. This seems to indicate, in the 
authors’ view, that leasing is not re- 
garded by the industrial and financial 
community as being exactly compar- 
able to debt financing. 


“SALE AND LEASE-BACK ARRANGE- 
MENTS IN Canapa” by Harold E. 
Crate. The Tax Executive, October 
1959, 81-94. 


In this article, a Canadian chart- 
ered accountant examines various as- 
pects of sale and lease-back transac- 
tions, including lease conditions, in- 
come tax implications, the positions of 
the lessor and lessee, and the value of 
the device as a method of financing. 
Also discussed are methods of dis- 
closing such transactions in financial 
statements. 
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Mr. Crate agrees with the view 
that the long-term lease provides fi- 
nancing on a basis similar to that pro- 
vided by long-term debt. On the 
other hand, he does not think that 
this view calls for disclosing the trans- 
action through the assets and liabili- 
ties in the balance sheet. Adequate 
disclosure can be accomplished, in his 
opinion, by a footnote “giving as 
much information as is needed to give 
an informed investor enough mean- 
ingful facts for him to be able to 
make a realistic appraisal of lease ob- 
ligations.” The sale lease-back ar- 
rangement, in contrast to direct leas- 
ing from numerous independent land- 
lords, is significant, suggests the au- 
thor, principally as it is reflected in 
the level of rents payable. While 
the long-term commitment is general- 
ly longer in the case of the sale lease- 
back, the annual rental is usually 
lower. He thus sees no cause for 
alarm in disclosure by way of an ex- 
planatory note only. 


When discussing the advantages of 
lease financing, Mr. Crate errs in his 
use of the terminology of tax analysis. 
He states, on page 89, that the sale 
lease-back “results in a shift of tax 
incidence”. As this term is commonly 
understood, the incidence of a tax 
refers to the distribution of the money 
burden among various persons and 
income groups. Thus, if the corpora- 
tion income tax is not shifted, its in- 
cidence is on stockholders; if it is 
shifted forward or backward in some 
degree, its incidence is on consumers 
and/or suppliers or productive fac- 
tors. The sale lease-back is hardly 
likely to result in “a shift of tax in- 
cidence” in this sense. It would be 


correct to say, however, that the ar- 
rangement defers the impact of some 
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part of the corporate income tax lia- 


bility. 


BOOKS RECEIVED 


“Canada Careers Directory 1960”; publish- 
ed by Cornmarket Press Ltd., Montreal, 
Que.; 112 pages; price $3.00 (distributed 
free to college seniors and graduate stu- 
dents). 

This is the first edition of an annual ref- 

erence handbook, the only one of its kind 
in Canada. The book is divided into two 
sections. In the editorial section are 
articles providing background information 
for choosing a career. In the reference 
section are listed many professional asso- 
ciations as well as the largest industrial and 
commercial organizations in Canada, with 
details about their job opportunities. Copies 
are being given as a gift to members of 
the 1960 graduating classes of Canadian 
universities. 
“Economics-in-Action in the Oil Industry”; 
published by University of Wisconsin, Ex- 
tension Division, Madison 6, Wisconsin, 
1959; 121 pages. 

This booklet contains reprints and ab- 
stracts of papers on various phases of the 
economics of the oil industry, presented as 
part of a four-week course in 1959 by rep- 
resentatives of Standard Oil Company (In- 
diana) and Pan American Petroleum Corp- 
oration. Subjects discussed include produc- 
tion, transportation, marketing and research. 
The material should be of great interest to 
accountants in the oil industry in Canada. 


BOOK REVIEW 
“Auditing — Principles and Case 
Problems”, by Arnold W. Johnson, 
C.P.A.; Rinehart and Co., Inc., New 
York, 1959; 684 pages; $7.50. 


As the title suggests, this is really 
two books — an explanatory text and 
a book of auditing problems — of ap- 
proximately equal length divided by 
a hard cover. The text covers the 
material one associates with an audit- 
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ing text, and the case problems are 
graduated in difficulty and by sub- 
ject matter for use in conjunction 
with the explanatory section of the 
book. 

Professor Johnson’s purpose in the 
textual discussion is that of presenting 
the principles, procedures and func- 
tions of auditing rather than engaging 
in a repetitive (sic) discussion of ma- 
terials on “principles of accounting” 
which, he argues, is more the respon- 
sibility of an accounting course. He 
devotes the first three chapters to a 
general introduction to auditing and 
internal control, the next ten chapters 
to auditing principles and procedures 
concerning balance sheet items, one 
chapter to “Income and Expense” and 
the remaining three chapters to au- 
dit reports and financial statements. 
There is also an interesting exposition 
by Professor John Neter of the Uni- 
versity of Minnesota on the applica- 
tion of statistical methods to auditing 
procedures. An illustrative audit pro- 
gram and internal control question- 
naire complete the book. 

Professor Johnson’s purpose to 
write a wholly auditing text, divorced 
from all except brief discussions of 
accounting principles, has certain ad- 
vantages and disadvantages. Its prin- 
cipal advantage lies in the gain in 
compressing a vast amount of ma- 
terial into a fairly small span and 
thereby providing the reader with a 
clear picture of the tools at the audi- 
tor’s disposal. For the advanced stu- 
dent-in-accounts or the practitioner 
who requires a blueprint of pro- 
cedures to apply to a particular situ- 
ation, the information is readily 
available, often in the form of a list 
of processes or steps. However, if one 
takes the stand that auditing and 
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accounting are interwoven and can- 
not be effectively separated, the text 
tends to become heavy reading and, 
in the hands of a beginning student, 
might well convey the misleading im- 
pression that auditing has little to do 
with accounting. 

A second disadvantage may occur 
to those who consider the measure- 
ment of income to be the principal 
purpose of accounting. This concerns 
what is basically the “balance sheet 
outlook” of the text. It deals, at some 
length, with almost every conceivable 
item appearing on a balance sheet but 
gives only one chapter to income and 
expense items. 


A brief review of the second sec- 
tion of the book, namely the case 
problems, indicates that Professor 
Johnson has overcome a formidable 
problem. He has provided his stu- 
dents with a wealth of problem ma- 
terial which, unlike many other 
books, relies very little on published 
examination questions of accounting 
organizations such as the A.I.C.P.A. 
In both their originality and design, 
the problems should provide any 
student with the next best thing to 
practical experience itself. 


One cannot conclude a review of 
this book without referring to the 
bibliography or “collateral reading” 
which the author inserts at the end 
of each chapter. 


In conclusion, this is an extremely 
able book which, despite some sug- 
gested shortcomings attributable to 
its avowed design, will surely find a 
merited place in the hands of both 
practitioners and students. 


B. J. Garvin, C.A. 


Queen’s University 
Kingston, Ontario 
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NEWS OF (OURSMEMBERS 


Alberta 

A. V. Johnston, C.A. announces the ad- 
mission to partnership of E. R. Johnson, 
C.A. The practice of the profession will 
be carried on under the name of Johnston 
& Johnson, Chartered Accountants, Graburn 
Bldg., 2nd St. S.E., Medicine Hat. 

Ross, Newborn & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 534 - 6th Ave. S.W., Calgary. 


Harvey, Morrison & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of I. M. Acorn, B.Com., C.A., 
G. H. Carney, C.A., G. H. Jarman, B.Com., 
C.A. and A. D. Stewart, C.A. The practice 
will continue under the firm name of Har- 
vey, Morrison & Co., Chartered Accountants. 
The offices are now located on the 4th 
Floor, Alberta Wheat Pool Bldg., 505 2nd 
St. S.W., Calgary. 

Gunn, Roberts & Co., Chartered Ac- 
countants, Toronto, and Ross, Newborn & 
Co., Chartered Accountants, Calgary, an- 
nounce the amalgamation of their prac- 
tices. The combined practice will be car- 
ried on in Calgary at 534-6th Ave. S.W., 
with D. A. Ross, C.A., D. W. Newborn, 
C.A. and J. R. Bateman, C.A., as resident 
partners. 


British Columbia 


S. E. Stanford, B.Com., C.A. announces 
the admission to partnership of A. F. Wol- 
rige, B.Com., C.A. The practice will be 
carried on under the firm name of Stan- 
ford, Wolrige & Co., Chartered Account- 
ants, 470 Granville St., Vancouver 2. 


The partners of Winspear, Hamilton, An- 
derson & Co., Chartered Accountants, Fred 
Page Higgins & Co., Chartered Accountants, 
Stevenson, Blakely, Blunt & Co., Chartered 
Accountants, H. R. Doane & Co., Chartered 


Accountants, and William M. Hurley & Co., 
Chartered Accountants, are pleased to an- 
nounce the formation of Winspear, Higgins, 
Stevenson & Doane, Chartered Accountants. 

Rudd & Goold, Chartered Accountants, 
announce the removal of their offices to the 
400 Block Victoria St. Bldg., 440 Victoria 
St., Kamloops. 

Reynolds, Milne & Co., Chartered Ac- 
countants, announce the retirement of R. 
H. Milne, C.A. The remaining partners, P. 
M. Reynolds, C.A., D. McL. Anderson, 
C.A. and J. D. McPherson, C.A., will con- 
tinue the practice under the firm name of 
Reynolds, Anderson, McPherson & Co., 
Chartered Accountants, 402 W. Pender St., 
Vancouver 3. 


R. A. Shand, C.A. announces the admis- 
sion to partnership of G. A. Davidson, 
B.S.A., C.A. The practice of the profession 
will be continued under the firm name of 
Roy A. Shand & Co., Chartered Accountants, 
with offices at 1815 W. 7th Ave., Van- 
couver 9. 


Manitoba 

Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, and Millar, Macdonald 
& Co., Chartered Accountants, announce the 
removal of their offices to 60 Osborne St. 
N., Winnipeg 1. 

C. D. Dent, C.A. has been appointed 

comptroller of Manitoba Bridge & Engineer- 
ing Works Ltd., Winnipeg. 


Ontario 

J. W. Herold, B.A., C.A. has been ap- 
pointed vice-president-operations of The 
Carling Breweries Ltd. 

R. B. Shields, C.A. announces the re- 
moval of his office to Ste. 1002-4 2 Carlton 
St., Toronto 2. 
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NEWS OF OUR MEMBERS 


A. I. Cole, C.A., M. P. Rubin, C.A. and 
Melvyn Finkelstein, C.A. announce the 
formation of a partnership for the practice 
of their profession under the firm name of 
Cole, Rubin & Finkelstein, Chartered Ac- 
countants, 39 Spadina Rd., Toronto. 


D. R. McMillan, C.A. has been appointed 
to the Board of Directors of Gorrie Adver- 
tising Ltd. 

G. I. Johnston, C.A. has been appointed 
office manager of Jim Mathieu Lumber 
Ltd., Sapawe. 


Wm. Eisenberg & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 425 University Ave., Toronto 2. 

Geo. A. Welch & Co., Chartered Ac- 
countants, announce the admission of V. D. 
Allan, C.A. as resident partner of their 
Picton office and J. A. G. Noel, B.Com., 
C.A. as resident partner of their Pembroke 
office. 

Thorne, Mulholland, Howson & McPher- 
son, Chartered Accountants, and Henry Bar- 
ber, Mapp & Mapp, Chartered Accountants, 
announce the merging of their practices. 
The Ontario partners of the merged firm 
will be: R. S. McPherson, F.C.A., S. H. 
Sorley, F.C.A., K. A. Mapp, F.C.A., H. E. 
Crate, F.C.A., G. R. Ferguson, F.C.A., T. 
M. Chase, F.C.A., E. P. Hudson, C.A., L. 
W. Trumble, C.A., H. F. Cumming, C.A., 
J. L. Davidson, C.A., W. B. Weldon, C.A., 
W. H. Moore, C.A., W. D. Caskey, C.A., 
C. H. Spry, C.A., R. J. Kane, F.C.A., G. 
E. Barr, C.A. D. M. Haig, C.A., J. B. 
Howson, C.A., J. M. Mulholland, C.A., 
J. W. Vair, C.A., W. E. A. Stapells, C.A., 
W. A. Bradshaw, C.A. 

England, Leonard, Macpherson & Co., 
Chartered Accountants, Kingston, announce 
the admission to partnership of W. J. 
Blakely, C.A. 

L. W. Pastorius, C.A. announces the ad- 
mission to partnership of K. S. Wilson, 
C.A. Henceforth the practice of the pro- 
fession will be carried on under the firm 
name of Lawrence W. Pastorius & Co., 
Chartered Accountants, 218-220 Douglas 
Bldg., Windsor. 

Solmon, Feldstein & Co., Chartered Ac- 
countants, announce the admission to part- 
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nership of Irving Green, C.A. and Stanley 
Gangbar, C.A. The practice of the profes- 
sion will be carried on under the firm name 
of Solmon & Feldstein, Green, Gangbar & 
Co., 385 Hayden St., Toronto 5. 


Quebec 
G. B. Clarke, C.A. has been appointed 
treasurer of Dow Brewery Ltd. 


Stein, Pinkus & Co., Chartered Account- 
ants, announce the removal of their offices 
to 5810 Cote St. Luc Rd., Ste. 26, Montreal. 

M. M. Mare Angers et Emilien Martel, 
comptables agréés, annoncent la formation 
d'une société pour l’exercice de leur pro- 
fession sous la raison sociale: Angers, Mar- 
tel & Cie, C.A. Leurs bureaux sont situés a 
580 Grande-Allée est, ste. 18, Québec. Qué. 

J. W. Tait, C.A. has been appointed 
senior vice-president and treasurer of The 
Ogilvie Flour Mills Co. Ltd. 


Roger Belanger, C.A. has been elected 
president of the Richelieu Club of Val 
d’Or-Bourlamaque for the year 1960. 


Joshua Millman, C.A. and Harris Mit- 
chell, C.A. announce the formation of a 
partnership for the practice of their profes- 
sion under the firm name of Millman, Mit- 
chell & Co., Chartered Accountants, with 
offices at Ste. 918, 1410 Stanley St., Mont- 
real. 

Ross, Touche & Co., Chartered Account- 
ants, announce that the firms of Touche, 
Niven, Bailey & Smart of the U.S.A. and 
George A. Touche & Co. of the United 
Kingdom, with whom they are affiliated 
in an international accounting practice have 
changed the names of their firms to Touche, 
Ross, Bailey & Smart. In Canada Ross, 
Touche & Co. will continue to practise 
under its present name, and will also prac- 
tise under the name of Touche, Ross, 
Bailey & Smart, particularly in international 
work. 


OBITUARY 
We regret to announce the death of the 
following members: 
REINHART PETER UFFELMANN, 62, 
who died in Waterloo on December 3, 
1959. He was president of the Waterloo 












Music Company Ltd. and associated with 
the firm of Davis, Dunn and Broughton of 
Kitchener. He was educated in Waterloo 
and became a member of the Ontario In- 
stitute in 1926. He was a partner in the 
firm of Scully & Scully, Chartered Account- 
ants, for 25 years. 


CHARLES A. SHANNON: died on Decem- 
ber 15, 1959 in Montreal, at the age of 75. 
Mr. Shannon was senior partner in the firm 
of P. C. Shannon, Son and Company and 
was an active member of the Quebec In- 
stitute. He was also a past president of the 
Corporation of Public Accountants of Que- 
bec, and a past secretary of the Last Post 
Fund. 


J. ALBERT TOWNER: décédé le 18 
décembre 1959, 4 Québec, a lage de 61 
ans. Monsieur Towner fut admis membre 
de l'Institut de Québec en 1933, il a fait 
partie du Conseil durant les années 1940-41 
et 1941-42. Il fut nommé Directeur Général 


TUTE NOTES 


B.C. INSTITUTE 


The annual dinner meeting with repre- 
sentative school counsellors from Greater 
Vancouver and the Lower Mainland is 
scheduled for February 2, 1960. 


ONTARIO INSTITUTE 


Telephone Number: The telephone num- 
ber of the Ontario Institute office has been 
changed to WA. 4-7773. 


Examination Questions Booklets: The Insti- 
tute has a small supply of the examination 
questions booklets from 1948 to 1951. Stu- 
dents and members interested in obtaining 
copies of these booklets are advised to ap- 
ply for them as soon as possible as the 
quantity is very small and they will not be 
reprinted. 

Dates Worth Noting: The Ontario In- 
stitute’s annual conference for 1960 will 
be held at Queen’s University, Kingston 
from June 19 to 21. 


de la Banque d'Economie de Québec en 
1940 et Administrateur en 1944, 


RAYMOND THEBERGE: décédé le 8 
décembre 1959, 4 Montréal, Qué., 4 lage 
de 40 ans. Monsieur Théberge fut licencié 
en 1943 de l’Ecole des Hautes Etudes Com- 
merciales de Montréal et admis membre 
de l'Institut de Québec en 1946. Au moment 
de sa mort, il occupait le poste de trésorier 
adjoint de la Commission de Transport de 
Montréal. 


GUSTAVE DIONNE: décédé le 5 janvier 
1960, 4 Bordeaux, Qué., a l’Age de 36 ans. 
Monsieur Dionne fut licencié en 1949 de 
lEcole des Hautes Etudes Commerciales de 
Montréal et admis membre de l'Institut de 
Québec en 1950. Il a fait partie du Comité 
de correction des examens pour les étudiants 
de langue francaise durant les deux der- 
niéres années. Au moment de sa mort, il 
était vérificateur au Bureau de l’Auditeur 
de la Province. 


QUEBEC INSTITUTE 


Student Open House Meetings: Open house 
meetings for high school students in the 
Montreal area will be held in the Institute’s 
assembly hall, on February 11 for English 
students and on February 18 for French 
students. 


Fourth Provincial Conference: The fourth 
annual conference of the Quebec Institute, 
in which will be incorporated the Institute’s 
annual meeting, is scheduled for the Uni- 
versity of Montreal on Tuesday and Wed- 
nesday, June 21 and 22. 
Convocation: The annual convocation of 
the Institute will take place at 3 p.m. on 
Saturday, March 19, in the ballroom of the 
Ritz Carlton Hotel, Montreal. 
Quebec City Committee: During 1960 the 
Quebec City Committee of the Institute 
of Chartered Accountants of Quebec will 
celebrate its 25th anniversary. Since its 
inception it has grown from an original 
(Continued on page 204) 
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: C.1.C.A. Publications 
OF OUTSTANDING INTEREST 
: FINANCIAL REPORTING IN CANADA 





(3rd Edition, 1959) 







A study of the accounting aspects of the annual reports of 300 
Canadian companies for the years 1955 to 1958 inclusive. More 
than 60 tables and accompanying commentaries show the current 
trends in financial reporting. (Members $4.00) $5.00 


THE VALUATION OF PRIVATE 
BUSINESS AND PROFESSIONAL PRACTICE 


A collection of important Canadian Chartered Accountant articles, 
this brochure is the most comprehensive and up-to-date discussion 
available on valuation and the treatment of goodwill. Among the 
topics covered are valuation of and accounting for goodwill; valuation 
of a privately owned business, a general insurance business, an 
accounting practice and a legal practice. Two chapters deal with 
valuation of a minority interest and earnings ratios in © aluing 
companies. $2.00 


THE FUNCTION OF MANAGEMENT 


This brochure contains 11 articles written by business executives for 
business executives to explain what management is, and to give a 
better understanding of the techniques and methods by which top 
management is able to discharge its responsibilities. There are 
chapters on organizing for effective management; the objective of 
management; sales, production and financial planning; personnel 
administration and management reporting. Four chapters deal with 
various aspects of control. $2.00 
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membership of 25 to a present total of ap- 
proximately 250. 

A close relationship exists between the 
committee and the Institute. Each year a 
member of the committee is named as a 
member of the Institute Council. Tradi- 
tionally the August Council meeting is held 
in Quebec. 


C.A. CLUB OF OTTAWA 


The regular luncheon meeting of the 
Chartered Accountants’ Club of Ottawa, 
held in the Chateau Laurier on December 
10, 1959, was addressed by Dr. A. K. Eaton 
who spoke on fiscal and monetary problems 
of the day. 

On Tuesday, December 29, 1959, 63 
articled students of the Ottawa area attend- 
ed a students’ indoctrination meeting held 
in the Chateau Laurier by the C.A. Club 
of Ottawa. The meeting was chaired by 


Denis Ross, C.A. A. S. Merrikin, F.C.A., 
member of the Ontario Council, spoke on 
“Institute Matters”; Prof. Wm. G. Leonard, 
F.C.A., director of professional courses of 


the School of Commerce of Queen’s Uni- 
versity spoke on “The Course of Instruc- 
tion”. S. G. Payne, C.A., president of the 
C.A. Club of Ottawa, gave a talk on “Pro- 
fessional Deportment”, and Robert Suther- 
land, president of the Students’ Branch of 
the C.A. Club, dealt with “Students” Activi- 
ties”. 

The speakers were followed by a showing 
of the film “The C.A. in Canada”. 


NORTHWESTERN ONTARIO C.A. 
ASSOCIATION 


The fourth annual meeting of the North- 
western Ontario Chartered Accountants As- 
sociation was held on November 16, 1959 
at the Port Arthur Golf and Country Club 


following a reception and dinner. 


The $100 scholarship for the high school 
student with the highest academic standing 
entering chartered accountancy in North- 
western Ontario was awarded to T. M. 
Mulligan of Fort William who is employed 
by F. H. Black & Co. The presentation 
was made by G. I. Johnston, C.A. 


The film “C.A. in Canada” was shown 
following the meeting. 


The following officers were elected for 
the 1960 fiscal year: president, L. D. Dack, 
Port Arthur; vice-president, T. A. Saul, 
Kenora; secretary-treasurer, P. F. Strawson, 
Port Arthur; director, R. E. Reedhead, Fort 
William; director, J. Fletcher, Fort William. 

The executive decided to hold one or 
more social meetings and have two guest 
speakers in the coming year. The first 
social meeting will be a ladies night on 
February 5, at the Port Arthur Golf and 
Country Club. 


C.A. CLUB OF WESTERN ONTARIO 


On November 26, approximately 50 mem- 
bers were shown the Univac computer at 
the London Life Insurance Company. Apart 
from being left somewhat dazed by the en- 
gineering complexity of the computer, those 
present were interested to note that the de- 
vice would play Christmas carols! 


C.A. CLUB OF VANCOUVER 


G. C. Andrew, deputy to the president of 
the University of British Columbia, ad- 
dressed the January 12 luncheon meeting 
of the C.A. Club of Vancouver on his re- 
cent field trip to study educational systems 
in New Zealand and Australia. 


MANITOBA STUDENTS 


The Chartered Accountants Students’ So- 
ciety of Manitoba held a technical] seminar 
on Friday, November 27 at the Fort Garry 
Hotel. The opening address was given by 
W. H. Gray, secretary of the Institute of 
Chartered Accountants of Manitoba. A 
paper was delivered by W. S. Neal, treas- 
urer of McCabe Grain Co, Ltd. on “The 
Accountant — Man or Machine”; by R. H. 
Jones, manager, Securities Investment 
Dept., Investors Syndicate of Canada Ltd., 
on “Mutual Funds” and by R. W. Keyes, 
western division director of Payne Ross 
Limited, on “Canada’s Future Economic 
Outlook”. 

After a light lunch the students took part 
in arranged tours of Canada Cement Co. 
Ltd., Bristol Aircraft Co. Ltd., Manitoba 
Sugar Co. Ltd., Ray O Vac (Canada) Ltd., 
Canadian Wheat Board (IBM installation) 
and National Drugs Ltd. 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding month 


PRACTICE WANTED: Purchase or suc- 
cession arrangement in Toronto or vicinity. 
Box 981. 


PRACTICE WANTED in Toronto area by 
Jewish chartered accountants. Please re- 
ply to Box 979. 


TORONTO C.A. with medium size practice 
wishes to join another in partnership in 
order to effect economy of operation and 
mutual interests. Box 983. 


PRACTICE WANTED with C.A. firm in 
Toronto area by chartered accountant age 
31 with practice nucleus. Must be partner- 
ship basis. Box 988. 


PROGRESSIVE FIRM of chartered ac- 
countants, situated in Toronto, is desirous 
of acquiring, either by purchase or partner- 
ship arrangement, professional practices 
anywhere in Canada. We are most inter- 
ested in recent young graduates who have 
entered public practice and require assist- 
ance. Our aim is to create a national firm. 
An experienced staff and finances are avail- 
able. Reply to Box 982 giving full details. 


CHARTERED ACCOUNTANT wanted as 
assistant or associate professor of account- 
ing depending on qualifications. Depart- 
ment of Commerce, Dalhousie University, 
Halifax, N.S. 


POSITION WANTED — Somewhere in 
Toronto there is a C.A. looking for me. If 
you are this C.A. then you have an estab- 
lished practice which requires dedicated 
attention that you cannot give because your 
interests are now leading elsewhere. I am 
a C.A. with a nucleus practice. I need 
steady income and student assistance to 
allow me to increase our combined prac- 
tice. I am 31, native Torontonian, dedi- 
cated to public practice, very aggressive. 
Box 987. 


LATIN AMERICA — International public 
accounting firm has career openings for 
experienced accountants. Offices are located 
in large modern cities in Venezuela, Colom- 
bia and other Latin American countries. 
Candidates may be single or married. 
Knowledge of Spanish desirable but not 
essential. Opportunity for advancement to- 
gether with attractive compensation. Con- 
tracts are generally for two or three years 
and are renewable by mutual agreement. 
Please submit in confidence a complete 
summary of your qualifications and experi- 
ence, including salary requirements to Box 
985. 


ACCOUNTANTS REQUIRED by the On- 
tario Department of Municipal Affairs. 
Three accountants with C.A. or C.P.A. cer- 
tificates for municipal auditing and account- 
ing branch. Initial salary $5750. Three 
weeks vacation, pension plan, sick leave 
credits, five day week. Applications stating 
qualifications, experience, age, etc. to be 
submitted to Room 608, Dept. of Municipal 
Affairs, 204 Richmond St. W., Toronto. 


CHARTERED ACCOUNTANT wanted to 
supervise branch office of C.A. firm in 
Eastern Ontario, with a view to partner- 
ship. Reply in confidence with full de- 
tails to Box 978. 


CHARTERED ACCOUNTANT, B.Com., 
Jewish, desires position leading to partner- 
ship or succession with practising firm in 
Montreal. Box 976. 


CHARTERED ACCOUNTANT, 39, with 22 
years professional and industrial experience 
seeks position with good prospects in the 
profession, industry or commerce. Please 
reply to Box 984, 


INTERMEDIATE STUDENTS wanted: 
Second, third and fourth year students, 
Wm. Eisenberg & Co., 425 University Ave., 
Toronto, Ont. EMpire 3-4222. 


POSITION WANTED: Chartered account- 
ant, Toronto, desires work on per diem 
basis or position leading to partnership 
arrangement. Box 980. 





BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - -  ~- Calgary, Alta. 
PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building — - ee - Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Iamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - - = Ottawa 4, Ont.. 


BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 


The Canadian Bank of Commerce Building - Toronto 1, Ont 
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BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - Toronto 1, Ont. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 
Royal Bank Building - - - - - - Montreal 1, Que. 
PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - - = Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - - - - = Regina, Sask. 





LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L. U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.LU. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN — J. ROGER FLUMERFELT 
Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 St. James St. West MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 
Sun Lire Burw_pinc MONTREAL, QUE. 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 
55 Yonce STREET TorRONTO, ONT. 


EXAMINATION QUESTIONS AND SOLUTIONS 
Questions 
We have a very small supply of: 
1954, 1955, 1956 questions .50 ea. 
Also available: 
1957, 1958, 1959 questions 50 ea. 


Solutions 
1957 solutions .50 ea. 


69 Bloor Street East Toronto 5, Ontario 








EXCLUSIVE? 


EXCLUSIVE! 


Only aman withan outsize head 


. . - could remember what Diehl Memory registers hold! Just one of the 
exclusive features of Diehl Supermatic Calculators. Here are the facts: 
Registers store figures while adding, subtracting, multiplying or dividing 


SUPERMATICALLY 
bX + 


TRANSFERS switch result between registers 
giving error-proof answers ... and now SINDEX 
forward multiplication extends Diehl’s most ex- 
clusive range of calculators. 


. Liiehl_ 
The implication 


is obvious... 


: SUPERMATIC 
see Diehl now. 


CALCULATORS 


DIEHL CALCULATING MACHINES OF CANADA LTD. 
108 Wellington St. W. TORONTO ® 4444 St. Catherine St. W. MONTREAL 
Telephone EMpire 6-651 1 Telephone WEllington 7-9358 





Company owners, executives an 
countants should find it worthwhi 
consider the accounting facilities 
able at the IBM Service Bureay, 


Payroll, invoicing, inventory, saj) : 

alyses . . . practically any fo 

accounting and statistical work . , , 
MOST COMPANIES be done with speed, accuracy and @ 

omy. The job can be large or smalf 

on a regular basis, at peak load 1 { 


CAN USE THIS SERVICE or when something special is need 


All work is done at the IBM Sey 

TO ADVANTAGE Bureau, so customers have the w 
eee IBM Data Processing Equipment 

no capital outlay, no staff training 


they pay only for the work doneqmy 
them. 


More than likely, IBM Service Bu. 
can help your company. If you wo 
like to investigate the possibilities, : 


S FERVI C FE B U Re FA U IBM representative will give you 
confidential report. Please  telephi 


and say when he may call. 


DON MILLS ROAD 
TORONTO 6, ONT./HIickory 4-2511 


Branches in principal cities 








